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Lieutenant Colonel Jack W. Coleman 


Efficiency and 
Working-Capital Funds 


Much has been said about the advantages to accrue from introducing 
interdepartment and interagency competition as a means for promot- 
ing efficiency in operations. It is believed by many that if buyer-seller 
relationships are established between units within the government, 
and a general atmosphere of competition is simulated, government 
managers will of necessity react as their private enterprise counterparts 
do. As a consequence it is expected that there will be better manage- 
ment and more economical operations in the government. The device 
frequently advocated for achieving buyer-seller relationships is the 
working-capital, or revolving, fund. This article carefully reviews the 
underlying concepts of working-capital funds and analyzes the effects 
of operating with this type of responsibility accounting. It concludes 
that the simulated market structure does not contribute to economy 
and efficiency to the degree claimed by its advocates. 

Colonel Coleman is Assistant Dean and Associate Professor of Ac- 
counting, School of Business, Institute of Technology, Air University, 
Wright-Patterson Air Force Base. 


WORKING-CAPITAL funds in government are normally estab- 
lished to finance a revolving or continuing cycle of operations 
such as a manufacturing, supply, or service activity which is self- 
sustaining in nature. Those funds which relate to an activity which 
is reimbursed for outlays by sales of products are commonly called 
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“stock funds,” whereas those funds which relate to an activity 
organized to render services to various departments of the gov. 
ernment are commonly called “industrial funds.” 

Having been authorized by some legally competent authority, a 
working-capital fund is normally established by the setting aside 
of cash and other assets from another fund (usually the general 
fund) or some governmental agency. In operation, the cash is 
expended for materials, labor, and other costs, which, where 
inventories are involved, are capitalized until consumed. Receipts 
are derived from the sale of these inventories and/or services and 
are made available so that the process may be continued. Because 
of this continuing-cycle characteristic, it is apparent why working. 
capital funds are frequently referred to as “revolving” or “‘rotary” 
funds. 

In considering the operations of the working-capital fund, it is 


important to recognize that in theory the fund is intended to bef 


self-supporting; that is, the capital of the fund remains intact. 


Accountabilities should be on an accrual basis and accordingly f 


include recognition of depreciation. Normally in governmental 
accounting depreciation is not recognized or taken into account 


because the assets are not employed to make a profit, nor is it nor f 
mally expected that they shoud be replaced by other than appropri} 
ation action. However, even though a fund does not own and is not f 
responsible for replacing fixed assets, this writer believes depreci f 
ation should be recognized (at least statistically). It would seem > 


prudent, in any fund operation, to recognize all costs to the extent 
possible in order to provide a basis for determining whether or not 
the governmental operation is more or less expensive than would 


be the case if the service and/or commodity were purchased f 


directly from private industry.’ The inclusion of depreciation and 
other costs would be equally important when making cost com 


parisons between two governmental units where the ratio of men 


and equipment is different. 


When a working-capital fund is established a buyer-seller rela : 


tionship must exist. The selling of some commodity or service is’ 
basic principle of the concept. The seller in this case is the fund 


1This is not meant to imply that “cost” is the only consideration; e.g., othe 


rationale might be (1) ready availability of the product or service, or (2) the assur § 


ance of performance at a uniformly high level. 
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entity which functions in the same manner as any business estab- 
lished for the purpose of selling a product or service. The customer, 
on the other hand, can be other internal governmental units or 
personnel associated with the government. The customers of 
particular interest for purposes of this paper are the internal 
governmental units. If the customer is another unit within the 
government, then appropriation budgeting and funding concepts 
must be altered. Whereas, before, these units were receiving “free 
issue,” under this concept they would now have to pay for the 
commodities or services. Hence, the appropriation budgeting and 
funding must be with those units that are ultimate consumers so 
that they may pay for their purchases from the working-capital 
fund. If this customer, by law or agreement, is required to pur- 
chase from the working-capital fund only, i.e., has no alternative 
from which to make purchases, then the customer may be said to 
be “captive.” Although in theory this restriction on the customer 
does not have to exist, in practice (both federal, state, and munici- 
palities) this restriction on customer behavior normally does exist. 


PURPORTED ADVANTAGES OF USING 
WORKING-CAPITAL FUNDS 


A number of advantages are said to accrue as a result of estab- 
lishment of these funds for operation of governmental units. Three 
of the major advantages are summarized here. First, the use of a 
working-capital fund permits procurement in an orderly manner 
| on a continuous basis. Purchasing can be phased to the best inter- 
est of the government to make the most economical buys, because 
there is no longer the incentive for year-end “buying sprees” with- 
out regard to supply requirements simply to use available fund 
balances which would otherwise lapse. It is possible also to place 
procurement orders in an orderly manner without the necessity 
of awaiting annual appropriations; i.e., there is no need for 
uneconomical and hand-to-mouth buying. 

Another significant advantage is that it provides incentives for 
better management by the consumer. By establishing a “buyer- 
seller” relationship (to displace the concept of “free” issues of 
goods and services), it closely simulates the atmosphere of the free 
enterprise system and, hence, management of governmental agen- 
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cies is influenced in much the same way that management in 
business is influenced by the profit motive and competition, 
Incentives for better management are created by the following 
factors inherent in the working-capital fund system: 

1. The consumer must budget, control, and account for the cost 
of all materials and services ordered, inasmuch as free issues of 
goods and services are prohibited. This makes it mandatory that 
consumers consider the impact of the cost of their requirements 
on their financial position the same as when buying from private 
industry. This will motivate the consumer to restrict requisitions 
to goods and services for which there is a real need. 

2. The consumer can command better service because he con. 
trols the funds required to pay for what he requisitions, and he 
does not have to rely on the supplier’s having sufficient funds (or 
assets) to supply his needs. 

3. The consumer is in a position to be a critic of purchase prices, 
A third advantage is that it provides incentives for better manage- 
ment by the producer (seller) by creating pressure on the producer 
continually to improve cost estimating and cost control. Suppliers 
contract to furnish goods and services at a price and, hence, need 
reliable cost estimating for price lists. This forces management to 
promote the development and use of cost standards to indicate 
what the costs should be. These cost standards then become a 
management tool for measuring performance and improving cost 
control. Another incentive for better management arises because 
working capital is limited. The fund manager must look to a flow 
of revenue from customers to maintain working capital. This need 
for revenue breeds alert financial planning. Since revenue is 
obtainable only through performance on customer orders the 
management of producing activities must strive to keep a full 
order book by negotiating for firm contracts as far in advance a 
possible. 

From this discussion of the working-capital funds it is apparent 
that the major force for effective operations is the establishment 
of a buyer-seller relationship between the various governmental 
departments and agencies. Proponents of this theory reason that 
the establishment of this relationship necessarily induces both the 
buyer and the seller to pursue more economical paths than might 
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otherwise be the case. In fact, this relationship should influence 
governmental department and agency managers in nearly the same 
way that managers in business are influenced by the profit motive. 


AN ANALYSIS OF THE WORKING-CAPITAL 
FUND CONCEPT 


Having noted some of the purported advantages attributed to 
the working-capital fund concept, it is interesting and profitable 
to consider them in further detail. Prior to this consideration, how- 
ever, it will be helpful to reconsider what is implied by those who 
affirm the need in government for “businesslike’”’ procedures to 
promote efficiency and economy. Whereas this term has not been 
clearly defined, the purported advantages noted above indicate 
that the advocates of this theory are concerned not only with 
businesslike accounting and related managerial tools but, in addi- 
tion, with a market mechanism that automatically provides the 
pressures and incentives for efficiency and economy of operations. 
Such a market structure is supposedly created when a buyer-seller 
relationship is established between the various governmental 
units. The supporters of this concept place heavy emphasis on this 
phase of the theory. For example, one agency has stated that the 
management of defense agencies is influenced in the same way that 
management in business is influenced by the profit motive and 
competition—pressure is on the producer for lower costs. Thus it 
appears that the postulation is an approximation of the “free 
enterprise system” (the competitive model) and the advocates 
expect, much as Adam Smith did in the Wealth of Nations, that 
the “natural order” (competition) and the “invisible hand” 
(the pricing system of the market) will rectify the inevitable 
imperfections of human institutions. 

One of the early advocates for adoption of the working-capital- 
fund system in the Department of Defense was the Harvard Finan- 
cial Controls Group. In their study and resultant proposal they 
recognized the virtues of competition. Therefore, in the establish- 
ment of working-capital funds for certain Air Force support 
activities, this group made the following recommendation: 


The operating executives will be given the option of using the services 
of support units or of buying these services from companies outside 
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the Air Force, subject to carefully worked out regulations designed to 
maintain quality and performance standards and to keep an adequate 
workload on units whose existence is a military necessity.? 


While competition has been advocated as a necessary element 
of the market structure, in the actual implementation of the theory 
the element of competition most often is eliminated; i.e., the 
customer is “captive.” There are several principal reasons for this 
that are proffered by the governmental units: It is necessary (1) 
to ensure a uniform level of quality and performance standards 
for the commodity and/or service, (2) to ensure utilization of 
existing capacity, and (3) to ensure ready availability of the service 
or product. 

In reviewing the concept of working-capital theory, this writer 
could find no evidence to support or deny that the theory was 
initially established on a premise that competition was a necessary 
element. Basically it appears that the market structure was devised 
with no purpose other than to be a vehicle to facilitate the transfer 
of products or services from a centrally organized agency to the 
consuming agency. 

Because of these conditions surrounding the theory, it is 
important that the market aspect be fully explored. This explora- 
tion is concerned with two facets which in turn may be expressed 
as questions: 

1. What type of market structure is actually established? 

2. Can this market structure be responsible for the advantages 
claimed, or are they derived from some other aspect of the theory? 


BUYER-SELLER RELATIONSHIP ANALYSIS 
Seller 


When a buyer-seller relationship is established with the buyer 
captive to the seller, in effect a monopolistic condition has been 
established; i.e., one seller controls all the supply of a product or 
service and is not troubled by the competition of any close substi- 
tute. The basic economic aspect of monopoly is the seller’s power 
over the terms on which he trades. Monopolistic power in this 

*Harvard Financial Controls Group, “A Suggested System of Financial Controls 


for the United States Air Force” (a study prepared for Deputy Chief of Staff, Comp 
troller, United States Air Force, Oct. 1952), p. iv. 
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sense implies the monopoly seller’s relative freedom from pressure 
to reduce costs, to develop new products or otherwise to innovate, 
and to diffuse the benefits among the various customers. While 
true with a simple model, in reality, in the industrial world, a 
more complex condition exists and there are certain factors that 
tend to mitigate the actions of the monopolist, thus preventing 
him from taking complete advantage of his position. These are: 
(1) fear of entry (if profits are highly excessive), (2) fear of govern- 
ment intervention and regulation (including antitrust action), and 
(3) fear of user adaptation in the long run. Research by this writer 
indicates that these “fears” do not extend to governmental opera- 
tions and thus would not mitigate practices normally associated 
with monopoly. 


Buying Sprees and Uneconomical Lot-Size Procurement 


The utilization of annual appropriations (i.e., one-year funds) 
as a funding device presents obstacles to economical supply man- 
agement. The supply manager may, for a variety of reasons, find 
himself confronted with unexpended (or unobligated) funds as 
the expiration date for the utilization of these funds nears. This 
creates a pressure on the manager to spend (or obligate) these 
unused fund balances. If the funds are permitted to expire, the 
indication is that in all probability certain planned activities were 
not accomplished. Furthermore, to permit the funds to expire 
would violate one of the oldest budget support axioms in existence; 
ie. full utilization of current funds is prima-facie justification for 
at least an equal amount for the subsequent year. 

Because of this pressure, the supply manager may make hasty 
and possibly uneconomical procurements. These procurements 
may have compounding effects by contributing to an inventory 
build-up if such items are not actively demanded. Conversely, the 
supply manager may find himself confronted with low inventory 
levels and a shortage of funds near the close of the fiscal year. It 
may be advisable to buy stocks but, because of fund limitation, he 
may have to buy material in small quantities, even though it would 
otherwise be desirable to combine the small procurement with 
more economical quantities to be bought with funds from the 
succeeding year’s appropriation. 
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Advocates of working-capital funds stress the fact that when 
these funds are used for financing inventories, the difficulties asso. 
ciated with annual appropriations are eliminated. Working-capital 
funds, once established, stand apart from the annual appropriation 
cycle. (While no fault of the theory, unfortunately, the imple. 
mentation of this concept by the federal government normally ties 
it to the appropriation cycle.) This affords the supply manager 
greater flexibility in financing inventory levels and procurement 
lead times necessary to keep goods immediately available for 
use. This orderly accomplishment of procurement action on a 
continuous basis with emphasis on economical lot-size order 
quantities provides the basis for sound and economical supply 
management. 

The question may be asked: Is supply management completely 
free of the annual appropriation cycle? True, the theory provides 
for the fund to “revolve” and thus stands separate and distinct 
from the annual appropriation cycle, but it is not true that its 
customers have likewise been freed. These customers are now 
financed by annual appropriations and, hence, in reality the diff. 
culties of the annual appropriation cycle may not have been solved 
but, rather, the impact of these difficulties just shifted internally. 
For example, by design working-capital funds are totally depen. 
dent upon revenue for replacement purchases. Revenue can only 
be obtained through sales to customers. Thus, if the customer is 
relatively unsuccessful during the budget-justification process, he 
may become an extremely sluggish account receivable. If many 
customers are in relatively the same condition financially, the 
working-capital-fund manager may be forced to procure on a piece- 
meal rather than on an economical lot-size basis. Also, in consider- 
ing the problem of buying sprees it is again true that this tenden- 
cy has been shifted from the seller to the buyer. Once annually 
appropriated funds are received by the customer, his objective is 
to expend fully rather than turn back unused funds. 


Pricing 


Another phase of the buyer-seller relationship that has received 
emphasis as a factor in contributing to seller efficiency is pricing. f 
It is particularly stressed as applicable in the situations where 
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working-capital funds provide a product or service whereby the 
seller executes a contract to furnish goods or services at a price. 

The advocates of seller efficiency through pricing seem to base 
their reasoning on the fact that, since prices are agreed to in 
advance, this compels the seller to promote the development and 
use of cost standards to indicate what the costs should be. It is rea- 
sonable to believe that a seller, in order to quote prices either as 
published price lists or as estimates, must develop a knowledge of 
product costs. It does not necessarily follow, however, that such 
cost data or price quotations will subject the seller to pressures 
to lower costs as contended. Only if the buyer may purchase 
elsewhere at a lower price would this be true. 

Pricing to be effective in promoting efficiency through the lower- 
ing of costs must be established by market forces other than just 
costs. This recognizes that competition must be present if effective 
limits are to be established on the power of the seller over his 
prices. In the absence of effective competition, the seller has com- 
plete control over his price policy. Under these conditions, and as 
directed by charter or regulation, the principal concern of the 
seller is the recoupment of all applicable costs so that the integrity 
of the corpus entrusted to him by legislative action is maintained. 
Whether or not these costs represent efficient or inefficient opera- 
tions is incidental to the requirement to recover them. There 
appears to be no pressure generated by pricing itself to compel 
the seller to develop cost data that will reflect what costs should 
be. Rather, there is the distinct probability that such data will be 
accumulated to reflect actual costs with no concern about what 
those costs should be. 

The arguments contending that the seller will strive to keep 
costs compatible with predetermined price lists or price estimates 
to prevent going into the red implies a price rigidity that does not 
exist. To the contrary, the pressure appears to be on price increases 
rather than cost decreases. Price lists can be and are revised to 
teflect changes in cost. On cost-reimbursement orders the seller 
normally has a clear prerogative to adjust the price and notify the 


customer. If price and cost variances are not too great, action to 


adjust prices on a particular order may be deferred and recoup- 
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ment of the loss accomplished by a general price increase appli- 
cable to all future orders. Smithies, after noting testimony by 
W. J. McNeil, Comptroller, Department of Defense, concerning 
Department of Defense appropriation hearings for 1953, made this 
comment concerning pricing: 

Enthusiasm for the working-capital fund must not obscure the fact 
that the business environment is by no means completely reproduced. 
In particular, the prices charged to consumer agencies are usually 
based on cost to the fund and are, therefore, artificial.... In fact, 
there have been instances where prices charged have been raised “in 
order to maintain the integrity of the fund.’ 

Buyer 

The advocates of working-capital funds stress the controls and 
economies that will accrue from the fact that the consumer, instead 
of being provided free goods and services from centrally funded 
activities, must pay for the goods and services which are received. 
Thus the users are more cost conscious and economical. As logical 
as this conclusion appears, this may not necessarily be the outcome. 
The amount of stimulus to incentives to economize depends in 
great measure upon the customer environment that is established. 
The customer must really sacrifice or give something up in order 
to buy the item or service, and further he must be able to derive 
some benefit from the savings accruing from the economies he has 
practiced. 

Under the working-capital fund concept the consumer computes 
his requirements and this becomes the basis for determining the 
funds made available to him. The funds he receives may be equal 
to, less than, or in certain instances greater than, the budget 
request submitted. If the consumer has adequately computed 
requirements and is funded according to the computations, the 
incentive for efficiency, other than those factors incorporated in 
the computation, is remote unless fund flexibility is also provided 
which permits the consumer to utilize savings that may be get: 
erated through prudent management. This fund flexibility is 
extremely difficult to secure in most governmental units and thus 
is a strong mitigating factor affecting management incentive 


*A. Smithies, The Budgetary Process in the United States (New York: McGra¥ 
Hill, 1955), p. 321. 
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economize. The argument is strengthened when it is recognized 
that it is possible, in the computation of requirements, to develop 
am inflated position. With the introduction of a performance 
budget (which working-capital funds readily support), it has been 
contended that inflating a fund requirement is impossible. This 
contention implies a stability of program and ability to segregate 
and associate costs and performance that does not normally exist. 
A performance budget may make it more difficult to inflate 
requirements, but where there are significant program changes 
within a year and from year to year, and where all consumption 
expenditures are not directly variable with some workload factor, 
itseems probable that over-estimates of dollar requirements will 
continue to be a control problem. 


The Consumer—a Critic of the Purchase Price 


The argument is that since the buyer is not totally unaware of 
the world about him, he will relate the prices charged by his sole 
source with the prices that would be applicable from commercial 
sources. If this comparison is unfavorable, he will complain and 
thus bring pressure to bear on the seller. Consideration of this 
possibility reflects several conditions that lessen the probability 
that the buyer will or can be a critic of the purchase price. These 
are: 

1. Lack of ready availability or knowledge of alternative sources. 
The buyer, being restricted to a single source, may lose contact 
with the commercial market and their prices, except for the most 
common and standard items. The greater the variety of items that 
are encompassed by the working-capital fund, the greater becomes 
the likelihood that, for many of the items, the buyer will have 
only the vaguest idea of what constitutes fair market value. 

2. Lack of comparability of items. Normally, what is stocked 
under a working-capital fund are standard items that have a recur- 
ting demand. Standard, however, applies to the using agency 
and its recurring demand), and hence many of these items are not 
standard to the commercial world. While governmental units and 
the commercial world may utilize products with apparently similar 
physical characteristics, they can vary as regards specifications (e.g., 
weight, strength, and so on), thus severely complicating the prob- 
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lem of the consumer correlating prices charged him to those prices 
he may see quoted on commercial items. 

3. Buyer psychology. This aspect of the buyer-seller relationship 
may be considered, broadly speaking, as one of two patterns. The 
first reflects a relatively high degree of sophistication on the part 
of the consumer, whereas the other pattern reflects a relatively 
realistic appraisal (at least to the buyer) of circumstances. The 
consumer may rationalize concerning his organizational and fund- 
ing structure. He may recognize that in certain instances he could 
procure more cheaply by buying directly from commercial sup 
pliers (if given the opportunity), but he also recognizes that costs 
are not the only consideration in the development of a gover. 
mental unit’s organizational and funding structure. He may read- 
ily submit to what higher authority concludes will best assure 
the accomplishment of the over-all objective. Furthermore, the 
consumer may not appreciate that he is really sacrificing something 
when he computes requirements, receives funding authority, and 
then relinquishes such authority to the seller for commodities or 
services. If sufficient funds are not received by the governmental 
consumer to purchase his stated requirements, there appears to be 
a tendency to sacrifice on the performance or output side of the 
operation rather than challenge a multitude of commodity prices. 

There are some indications of a very limited motivation toward 
improvement of buyer performance because of the psychic satis 
faction associated with aspirational aspects of behavior (eg, 
improved job rating, whether real or imagined, within the hier 
archy).* This has to compete for dominance, however, with a mul 
titude of mitigating factors, which greatly alter expected behavior 
patterns. 


Accounting 


Appropriation accounting, as normally implemented, is criti 
cized because of its emphasis on the legal or stewardship function 
to the neglect of accumulating data essential to support other 
important managerial functions. Inasmuch as_ working-capita 


“See N. C. Morse and E. Reimer, “The Experimental Change of a Major Orgati- 
zational Variable,” Journal of Abnormal and Social Psychology, 10 (Jan. 1956), 12- 
135. 
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funds utilize accrual accounting, it is free of many of the appro- 
ptiation accounting criticisms, and those virtues that may be 
associated with accrual accounting may likewise be associated with 
working-capital funds. Further, since the working-capital-fund 
concept is concerned with only a segment or segments of the over- 
all governmental accounting and control problem, it limits the 
magnitude of the accounting coverage involved and thus tends to 
simplify many of the problems. In addition, by its dependence 
upon the accrual basis and by concentration of attention (i.e., 
delimiting the area covered), it can improve managerial data as 
compared to what was previously available. 

This writer believes that, where economies and efficiencies 
have been contributed to the working-capital fund concept, they 
are a result not of the revolving fiscal device but rather of the 
improved data-flow system. This improved data-flow system pro- 
vides the manager with more meaningful operational data than 
was previously available under the appropriation system. 

If working-capital funds were the only method of introducing 
accrual accounting and control into governmental activities, this 
distinction that has been made would be relatively insignificant. 
Inasmuch as this is not the situation, this theory should be evalu- 
ated by comparing it with the alternatives available to determine 
which most readily and economically supports the over-all objec- 
tives of the governmental unit. In the evaluation process, the 
following factors related to the working-capital-fund concept 
should be carefully weighed, as they tend to lessen the value of 
approaching the improvement of accounting through this vehicle. 

1. All inventories not necessarily included. Inclusion is normal- 
ly dependent upon several factors: (a) Items must be common or 
standard. (b) There must be a relatively high, repetitive demand 
to minimize capital tie-up. Many items of supply do not meet 
these criteria and thus are excluded from the working-capital fund. 
If these excluded items are controlled, it must be through the 
introduction of some other technique. This problem did not 
appear to be significant in most state and local governments con- 
tacted, but in the federal government, and in particular the 
Department of Defense, this factor is of major importance. For 
example, stock fund inventory to total inventory in the Depart- 





16 THE FEDERAL ACCOUNTANT 


ment of Defense as of June 30, 1959, was only 18.4 per cent.5 This 
indicates that approximately 82 per cent of Department of Defense 
inventories are excluded from the working-capital fund and thus 
have to be accounted and controlled for by another system. 

2. Equal emphasis on accountability and control of items regard. 
less of value. One apparently sound inventory-management philos 
ophy is that accountability and control effort should be propor 
tional to the value of the items being controlled. Thus, the same 
attention should not be given items or transactions valued at one 
dollar as those valued at five thousand dollars. Working-capital 
funds do not support this philosophy. 

3. Billing costs. The working-capital-fund concept requires that 
the customer be billed and, in turn, funds transferred from the 
customer appropriation to the credit of the working-capital fund. 
This can be costly, depending upon the volume of transaction; 
and the extent of decentralization effected by the governmental 
unit. 

4. Exclusion from the appropriation review cycle. Certain gov. 
ernmental units contacted (e.g., cities) expressed their dissatisfac- 
tion that, once working-capital funds were established, they 
operated almost exclusively outside the control of the authoritie 
and there was no positive check on whether they were ultimately 
efficient in the performance of their functions. This coupled with 
the high billing costs noted earlier were the reasons proffered by 
one city for discontinuing the use of this concept in the area 
analyzed. The Hoover Commission made a somewhat similar 
observation, stating: “The principal disadvantages of these revoly- 
ing funds are that they minimize Congressional control of agency 
operations.’”¢ 

5. Efficient administration complicated. The Hoover Commis 
sion has made this observation: “The principal disadvantages of 
these revolving funds are. ..that their widespread use can result 
in too many pockets of funds which become cumbersome from the 
standpoint of efficient administration.’ 

‘Department of Defense, “Real and Personal Property of the Department of 
Defense,” June 30, 1959, p. 54. 

‘Commission on Organization of the Executive Branch of the Government, 


Budget and Accounting (Report to the Congress, June, 1955) (Washington: GPO, 
1955), p. 39. ‘Ibid., pp. 39-40. 
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WORKING-CAPITAL FUNDS 17 
SUMMARY 


The market structure, as normally implemented, does not pro- 
vide evidence that it contributes to economy and efficiency of 
operation as suggested by its advocates. This is particularly true as 
related to the seller. The buyer may have some incentive because 
of certain psychic satisfaction associated with being funded. This 
incentive (if in reality there is one) has to combat the multitude 
of mitigating factors noted; hence it is strongly questionable 
whether buyer efficiency is enhanced. 

From consideration of the market aspects of this concept, it is 
concluded that the following conditions must be in evidence if the 
advantages attributable to it are, in fact, to be realized: 

1. The market established must reflect workable competition; 
ie., the buyer must not be captive but, rather, must have alterna- 
tive sources available from which to purchase. The success of this 
criterion is dependent upon the pricing and control criterion 
established for the government seller. Where certain costs of the 
governmental seller are excluded from pricing and control criteria 
(because they are funded through the appropriation system) and 
these costs are relatively significant to total costs, the governmental 
seller has a distinct artificial advantage over the other seller. His 
price can be lower (the degree dependent upon the importance of 
excluded costs to total costs) for reasons other than efficiency and 
thus hold the buyer and nullify any advantages expected from 
establishing a competitive market structure. 

2. The pricing policy must arrive at a competitive price; i.e., 
the seller must accept market prices determined by changes in 
supply and demand beyond any effect which may be attributable 
to his own change or output. If the seller is assured of recapturing 
full cost on all sales (at least in the long run), there is little 
incentive to produce economically. 

3. The buyer must be so situated in the market that he actually 
must sacrifice something in order to buy; i.e., he must not be able 
to inflate his stated requirements artificially to gain funds to cover 
inefficiencies. 

4. The buyer must have flexibility in the utilization of the fund 
provided; i.e., he must be able to realize some satisfaction from 
his efforts to economize. Flexibility to divert some of the funds 
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saved to alternative use may provide an element of that 
satisfaction. 

Consideration of the accounting aspects of this concept indicates 
that accrual accounting, even in the absence of a competitive 
market structure, provides a basic data-flow system that can be of 
considerable value to governmental management. It provides a 
comparison of expenditures in a fiscal period in relation to the 
service rendered or the performance achieved during that fiscal 
period and a more accurate statement of financial condition. It 
provides a data-flow system structure that is readily compatible 
with costing techniques and performance budgets, thus supplying 
additional data that provides (a) a yardstick for the measurement 
of management performance and (b) information to top manage. 
ment for use in policy decisions where cost data is relevant. 

Accrual accounting can be an invaluable aid to governmental 
managers much the same as it is to commercial managers. It must 
be emphasized that it is only an aid, which provides data that 
management may consider when making decisions. Management 
judgment and skill must be exercised in the interpretation and 
utilization of the data provided. 

The observation was made that the virtues of an accrual account- 
ing system may be realized through implementing vehicles other 
than working-capital funds. Because of certain mitigating factors 
applicable to the working-capital-fund technique, there may be 
other and better methods for achieving given objectives. 

If the establishment of a working-capital fund is the only prac 
tical solution, this writer recommends that, once the accounting 
system is established to support a particular working-capital fund, 
the revolving-fund aspect (buyer-seller relationship) should be 
re-examined to determine whether its continuation is desirable. 
This suggestion is similar to recommendation Number 15 of the 
Hoover Commission report (1955) which states: 
that after appropriate accrual and cost accounting techniques have 
been established by the government agencies, the creation or continua 
tion [underscoring added] of revolving funds should be reviewed to 
determine whether they will add to efficient management.’ 





*Ibid., p. 40. 
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Norman L. Burton and Louis N. Teitelbaum 


The Use of Statistical Techniques 


in Financial Management 


* One of the most recent developments within the field of financial 
management has been the growing use of statistical techniques. Studies 
have been undertaken to determine the extent to which statistical appli- 
cations can be used and their effectiveness in the areas of accounting, 
auditing, budgeting, and general management. As a means for pro- 
viding interchange of information as to experiments and findings, a 
committee has been established by the Washington Chapter of the 
Federal Government Accountants Association. This paper outlines 
some of the work of the committee and reviews some of the applications _ 
of statistical techniques, particularly sampling, which have thus far 
been developed by agencies within the government. In time a series 
of research bulletins is to be published for the benefit of not only 
accountants and managers in the government but also the accounting 
profession in general, universities, and the business community. 

Mr. Teitelbaum is the present chairman and Mr. Burton the former 
chairman of the Special Committee on the Use of Statistical Methods. 


RESEARCH scientists recognize the importance of publicizing 
new concepts and methods in order to inform potential users and 
the public generally, as well as to learn from each other, to build 
on each other’s findings, and to avoid duplication of effort, but 
frequently they complain that no effective means of exchanging 
information on experimental studies have been developed. Much 
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more pronounced is the problem of interchange of information 
relative to new ideas and practices in accounting, auditing, budget. 
ing, and financial-management specialties, with practitioners 
under constant pressure to complete specific assignments and 
engagements, and with little time available to prepare for publi- 
cation the data relative to their experiments and findings. The 
professional accounting organizations discuss in their meetings 
and publish in their journals and bulletins new ideas and new 
techniques offered to further the advancement of the profession, 
But the widespread and varied activities of professional account. 
ants and auditors in industry, government, and public practice 
make it impossible to ferret out and report all of the experiments 
and new developments that are in process or have been accepted 
as feasible. 

Recognizing the importance of an interchange of experience 
with respect to activities that can have a significant impact on the 
effectiveness of an organization’s operations, a special committee 
of the Washington Chapter of the Federal Government Account- 
ants Association recently undertook to initiate such an interchange 
in one area, namely, the application of statistical techniques to the 
functions of financial management in the federal government. The 
first objective was to determine how extensively and in what areas 
federal agencies were using statistical methods in accounting, 
auditing, budgeting, and other fields of financial management. 
For this purpose questionnaires, some explanatory material, a few 
examples of how statistical methods have been used in diverse 
situations, and a “Glossary of Statistical Terms for Accountants 
and Bibliography in the Application of Statistical Methods to 
Accounting, Auditing and Management Control,” published by 
the American Institute of Certified Public Accountants, were sent 
to the heads of forty-five federal departments and independent 
agencies. These departments and agencies control and direct 
many bureaus, divisions, and other quasi-autonomous organiz- 
tions. The interest in the study shown by top-ranking officials in 
the government was extremely gratifying, and the number of 
applications reported was surprisingly large. Responses wert 
received from nearly all of the forty-five addressees, eighteen of 
whom provided specific information concerning 118 instances of 
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activity in the use of statistical methods in accounting, audit- 
ing, and other areas of financial management in the federal 
government. 

While the letter addressed to the heads of the departments and 
agencies suggested statistical sampling as a type of statistical meth- 
od in the use of which the committee was especially interested, it 
encouraged reference to any such techniques that had been found 
useful in the fields of management indicated. In consequence, a 
number of examples were cited where statistical methods that did 
not involve sampling were used. On the other hand, in many 
instances agencies reported the use of sampling methods that 
failed to meet the criteria of scientific statistical procedures. 

The committee is engaged in analyzing the information made 
available to it by federal departments and agencies and will make 
the results of its study known through a series of research bulletins 
of the Federal Government Accountants Association, not only to 
federal government accountants and financial-management officials 
but also to the accounting profession in general, to universities, and 
to the business community. As a forerunner, this article indicates in 
summary some of the areas in which statistical methods, particular- 
ly statistical sampling, are used, or have been applied experi- 
mentally in various functions of financial management in the 
federal government. In the following paragraphs are specific 
examples of such uses in auditing, quality control of performance, 
inventory control, budgeting, and other activities. 


STATISTICAL SAMPLING IN AUDITING 


Statistical sampling as an auditing technique has been tested in 
several agencies. As a preliminary to its experiments with statisti- 
cal sampling in auditing, the Air Force employed a firm of certified 
public accountants and professional statisticians to explore the 
opportunities for its use and to aid in developing appropriate audit 
programs. It sponsored special courses to introduce interested per- 
sonnel to statistical concepts and methods, with particular empha- 
sis on sampling and its applicability to financial management. 
Since other federal agencies by invitation provided a number of 
students for these classes, to the Air Force belongs much of the 
credit for the interest developed and the progress made in the use 
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of statistical sampling in financial management. Among several 
successful experiences of the Air Force in the use of statistical 
sampling techniques to auditing procedures, two illustrate the 
versatility of the methodology for use in both contract audits and 
internal audits at air bases. One involves the audit of travel vouch. 
ers charged to a defense contract, and the other the determination 
of shipping efficiency at depots. 

The United States Army Audit Agency, after a successful experi- 

ment with random sampling at the Brooklyn Army Terminal in 
establishing the accuracy of a very large volume and a substantial 
variety of data recorded on dock receipts, has applied statistical 
sampling methods with satisfactory results in several other audit 
situations, including the substantiation of a shut-down inventory 
at the Sharpe General Depot in Stockton, California. In May, 1959, 
the Agency enunciated its policy as follows: 
It is the policy of the U.S. Army Audit Agency to consider statistical 
sampling suitable for use in its audit operations whenever such use is 
more time conserving, economical, and/or provides a more tenable 
basis for overall audit conclusions than do present methods. However, 
because the effective application of certain statistical sampling tech- 
niques requires varying degrees of indoctrination, the Agency’s policy 
will be implemented gradually, commencing with a relatively simple 
technique called unrestricted random sampling. 


The Army Finance Corps reported the use of statistical sampling 
in carrying out its verification functions of internal review. For 
example, it determines the extent of errors occurring in military 
pay records sent to the Finance Center from disbursing offices 
from samples of the records from individual offices. The size of the 
sample furnished by each office is computed statistically, in order 
to assure error rates that are comparable among disbursing offices, 
regardless of volume of military pay records. 

The accuracy of pay and service records for a military strength 
of about 65,000 is verified in the Office of the Navy Comptroller 
semiannually on the basis of random sampling. The stated objec: 
tives are: (1) to discover errors and areas of error; (2) to initiate 
timely corrective action; (3) to prevent recurrence of errors which 
result from misinterpretation of instructions; and (4) to strengthen 


*U.S. Army Audit Agency, Bulletin 317-1 (May 15, 1959). 
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the system of internal control. The Comptroller is satisfied that 
the procedures produce valid results. 

In the Department of Agriculture, statistical sampling as an 
audit technique is employed in several activities. An experience 
of the Commodity Credit Corporation in the audit of freight bills 
was described by Messrs. Dan D. Davis and Arch Rounsaville in 
the Journal of Accountancy.? The Agricultural Research Service 
and the Federal Crop Insurance Corporation also reported the use 
of scientific sampling in their auditing operations. 

Other federal agencies that have experimented successfully with 
statistical sampling in auditing include the Federal National Mort- 
gage Association, which has used it in the confirmation of mortgage 
balances; the Tennessee Valley Authority in internal audit tests; 
the Veterans’ Administration in the audit of selected transaction 
areas in the Department of Insurance; the National Aeronautical 
and Space Administration in the audit of vouchers to determine 
the adequacy of fiscal procedures and compliance therewith, the 
strength of internal controls, the accuracy of payments, and the 
validity of resultant accounts, records, and reports; and the Post 
Office Department in its verification of domestic airmail mileage 
and composite pound-mile rates. 


QUALITY CONTROL OF PERFORMANCE 


The earliest use of statistical sampling in business-type activities 
in the federal government, as in industry, probably was for the 
purpose of quality control in the purchase of supplies. Acceptance 
sampling, from which the acceptability of a lot of merchandise, 
supplies, or equipment is determined, is a technique whereby some 
agencies also test the acceptability of their own clerical perform- 
ance. In the Army, the Chemical Corps reports the use of statistical 
sampling for purposes of quality control of clerical operations, and 
the Office of Quartermaster General and the Office of the Chief of 
Finance have found acceptance sampling a satisfactory procedure 
for testing work performance in a variety of administrative func- 
tions. Acceptance sampling in testing the efficiency of office oper- 
ations is also used in the Department of Health, Education and 


“Auditing Voluminous Data by Modern Sampling Methods,” Journal of Account- 
ancy, 107 (June 1959), 45. 
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Welfare under the Social Security Administration, in the Federal 
Aviation Agency, and in the Veterans’ Administration. In the Air 
Force, certain Air Matériel Command Depots are using statistical 
quality-control methods to improve the accuracy of their account. 
ing records. 


STATISTICAL SAMPLING AND INVENTORY CONTROL 


In co-operation with the Auditor General, U.S. Air Force, the 
General Services Administration validated, with the aid of statisti. 
cal sampling, both the physical inventory and inventory records 
for a multimillion-dollar stockpile of raw rubber stored at a 
Department of Defense location. Because the rubber was stacked 
in bales dissimilar in size, shape, and weight and which had to be 
moved to be counted, the validation of the inventory on the basis 
of a 100 per cent count was estimated to cost in excess of $200,000. 
After a thorough study of the situation, a plan based on the use of 
a stratified sample was developed and used. Approximately 20 
per cent of all locations were thus tested, and the entire inventory 
validated at a cost of only about $40,000. 

At various installations of the Atomic Energy Commission, the 
physical inventorying of low-dollar-value stores, consisting of mate. 
rials, supplies, and parts normally used or consumed in operations, 
maintenance, and general use, is accomplished on the basis of a 
statistical random sample. The sampling is applied to items that 
aggregate approximately 60 per cent of the line items in the store's 
inventory, but only 2.3 per cent of the dollar value. Sensitive items 
and those having a line-item value in excess of $25.00 are counted 
on a 100 per cent basis. 


BUDGETING APPLICATIONS 


The Requirements Division, Office of the Deputy Chief of Staff 
for Logistics, Department of the Army, in its activities of budget- 
ing and management control, uses stratified random sampling as 
well as other statistical techniques in the computation of logistics 
requirements for determining both the effect of budget plans on 
the status and quality of material and the Army’s logistic capabili- 
ties, or readiness for war, at a particular time. Such methods are 
applied to both physical and dollar aspects for the various plans 
offered by the Joint Chiefs of Staff. 
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The Office of the Chief of Finance, Department of the Army, 
also uses statistical sampling for budget purposes. A systematic 
random sample of military pay records is used to determine the 
validity of selected budget items. The accuracy with which future 
costs can be predicted is ascertained from evaluation of the sample 
results. 

The Forest Service, Department of Agriculture, employs a sta- 
tistical technique involving sampling to determine the work load 
(man-years) for each forest, for use as an allotment base for budget- 
ing funds to finance the business organization of national forests. 

For budgeting and other management controls, the Bureau of 
Yards and Docks, Department of the Navy, has applied statistical 
projection methods for estimating expenditures under at least one 
of its programs. The objectives are to provide a scientific basis for 
budget and financial-management decisions, more specifically in 
this case to estimate expenditures for current and future years and 
also to determine the obligation patterns to meet expenditure 
goals. 

The Federal Aviation Agency has successfully experimented 
with statistical sampling in determining funding requirements for 
its Agency Stock and Stores program, which included some 35,000 
stock items and approximately 500,000 line shipments in the first 
six-month period of the fiscal year involved. Estimated require- 
ments for the second half of the fiscal year aggregated nearly 
$2,000,000. On a stratified basis the total number of items exam- 
ined was about 12 per cent of the total and disclosed inflationary 
factors that justified a reduction of nearly $1,500,000 in the 
estimated requirements for the period under consideration. 


OTHER APPLICATIONS 


In the Office of the Surgeon General, Department of the Army, 
as part of its accounting for patients receiving medical care, a 
stratified random sample of individual medical records is coded 
and punched into tabulating cards to obtain a variety of detailed 
statistical data for the use of the office in the development of its 
programs, both medical and financial. 

An unusual instance in which scientific statistical sampling was 
applied by the National Bureau of Standards in 1956 related to 














26 THE FEDERAL ACCOUNTANT 


obtaining the cubage of its equipment of 41,242 items to be moved 
from the agency’s quarters in Washington, D.C., to its new site 
at Gaithersburg, Maryland. Using a stratified sampling which 
involved samples of from 1 per cent to 10 per cent of the number 
of each group, stratified on the basis of original cost, the cubage 
of more than 95 per cent of the items was obtained as a basis for 
providing for the amount and cost of moving-van space required, 


INTEREST IN THE STUDY 


This study of the application of statistical techniques to the 
functions of financial management in the federal government, 
sponsored by the Washington Chapter of the Federal Government 
Accountants Association, has created among government personnel 
engaged in various aspects of financial management a great deal 
of interest in the applicability of statistical methods, and particu- 
larly statistical sampling, to the areas of management that are 
generally identified with the accountant and the analyst of finan- 
cial data. Seminars and panel discussions devoted to consideration 
of the subject from various angles, including instruction in its 
fundamentals, have been well attended. Requests for copies of the 
glossary and bibliography mentioned above have been numerous. 
Accountants and auditors who have had no formal exposure to 
the statistical techniques involved have shown keen interest in how 
to acquire a working knowledge of them. 

Some of the comments based on the use of statistical techniques 
in areas of financial management where they had not normally 
been applied are interesting. After an audit in the Air Force in 
which scientific statistical sampling had been used to select items 
for examination, field personnel said: it made a “definitely 
increased confidence factor available to the audit”’; it “provides for 
a better basis for substantiating conclusions stated in the audit 
report”; “findings from this comparatively small test corroborated 
conclusions of prior tests which were obtained from considerably 
larger sample sizes’; it “gives more support to audit findings.... 
Regardless of who draws the sample, the results will be similar.” 

Concerning its experiment in the audit of dock receipts of the 
Brooklyn Army Terminal, the U.S. Army Audit Agency has this 
to say: 
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Some of the benefits resulting from the use of scientific sampling in the 
audit: (1) reduced audit time, (2) scientifically representative sample, 
(3) professional judgment as to need for further expenditure of audit 
testing time was exercised in advance of the performance, (4) more 
effective utilization of audit staff. 


As one result of its use of statistical sampling in the confirmation 
of mortgages, the Federal National Mortgage Association con- 
cluded: ““The reduced size [of the sample] from 65,000 to 8,000 
enabled us to use a positive type confirmation procedure which 
eliminated the questionable validity of nonresponses under the 
negative method of confirmation. ... The savings are obvious and 
considerable.” 

The Federal Crop Insurance Corporation, which has “used sta- 
tistical sampling for several years in...review of the operations 
and financial transactions of the Corporation,” reports: “We feel 
that our sampling method would reveal recurring errors in opera- 
tions and improper use of funds and has been a source of savings 
in the cost of our work.” The experience of the Bureau of Yards 
and Docks, Navy Department, with statistical inference methods 
has led to 
Plans for Future: Investigation of application of modern statistical 
methodology is planned for other than budgeting areas of financial 
management, e.g., allocation of funds by linear programming methods. 
This Bureau is in the process of strengthening its existing statistical 


program and plans are under way to apply statistical techniques when- 
ever applicable. 


CO-OPERATION WITH PROFESSIONAL 
STATISTICIANS 


Many statisticians in the government welcome the use of statisti- 
cal methodology in financial management activities, but caution 
that its application involves professional techniques not within the 
present scope of accounting and auditing. To their minds only 
statisticians should use the statistical techniques, lest they be mis- 
used, with possible benefits from their proper application unreal- 
ized and the methods themselves discredited. In the agencies that 
have used statistical methods most widely in financial management 
operations, professional statisticians have been prominent in the 
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development of applications and procedures. In many applica. 
tions, accountants and auditors are interested principally in the 
statistical techniques of sampling. The professional statisticians 
are performing a great service by assisting in their training, in 
keeping them from going wrong in their early applications, and 
in helping them to become skilled in the use of that technique. In 
time, however, not only statistical sampling but other procedures, 
in which the more sophisticated formulas of mathematics and statis. 
tics are employed, will be used by accountants and auditors with 
as much ease and familiarity as are the common processes of 
arithmetic and the computation of a simple average today. 


CONCLUSION 


Just as industry is constantly experimenting with and develop. 
ing new methods and techniques in order to reduce the costs of its 
products and to increase the returns to labor and capital, so the 
federal government is equally interested in new and improved 
methods whereby it can perform its functions more expeditiously 
and more effectively, with a view to lightening the ever-mounting 
burden on the taxpayers and to provide administrators with more 
reliable information upon which to base their judgments and 
decisions. Accountants and auditors as well as budget directors 
and other administrators in the fields of government financial 
management have become aware of the possible importance of 
statistical techniques in the production of their respective outputs; 
and, having once found tools of such proven usefulness, they will 
not abandon them. On the contrary, they will broaden and deepen 
their understanding of them and of the applicability of such tools. 

The variety of situations to which federal government account- 
ants, auditors, and other participants in financial management 
have in recent years applied statistical techniques, such as sam- 
pling, indicates with what resourcefulness they are. attempting to 
improve the quality and reduce the cost of their operations. Their 
experience may parallel that of industry and professional practice; 
it will surely set examples from which others, in both government 
and industry, may learn. 
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The Electronic Auditor 


As a means for more effective audits with less expenditure of time 
and effort, the auditor can tap the vast resources and capabilities of 
the automatic data-processing system itself. This can be accomplished 
by programmed audits built into the computer system: many systems 
now have programmed payroll audits which can set forth discrepancies 
and variances for review. Other possibilities for audit applications 
which might be explored are: (1) salary and wage range audits, (2) 
werhead audits, and (3) evaluation of priced bills of materials. In 
view of growing work loads and manpower limitations, the auditor 
must develop new techniques. The potential offered by ADPS is 
certainly an area for serious consideration. 


THERE are a great many papers written today about automatic 
data-processing systems and their impact on the accounting pro- 
fession. Much of this discussion is directed toward the auditor in 
an effort to reassure him that output data is, in fact, reliable and 
auditable. After such consistent assurance from accounting publi- 
cations and through actual experience, auditors have undoubtedly 
come to accept automatic data-processing systems. Accordingly, 
the audit of output data has become a fairly routine matter. 
Another area for exploration and development remains for the 
auditor, however—he should take advantage of automatic data- 
processing systems by actually programming the computer to per- 
form parts of the audit. Most ADPS installations have payroll 
adits programmed into the computer system in order that dis- 
trepancies or variances may be set out for review during actual 











THE FEDERAL ACCOUNTANT 





30 
payroll processing. By keeping abreast of the growth of ADP§, 
public accounting firms have recognized this auditing potential 
and are currently using programmed audits. 

Unfortunately, it appears that the use of electronic computers 
for auditing is mainly in connection with payroll and labor opera- 
tions. The reason that these areas are among the first to be sub. 
jected to programmed audits is probably that they lend themselves 
to audit without interrupting the routine payroll processing. How. 
ever, it is time for auditors to recognize the substantial audit man- 
hour savings resulting from payroll and labor audits and to explore 
other audit applications within the capacity of electronic comput- 
ers. The auditor is in an excellent position to suggest programmed 
audits, especially when new ADPS installations are being con- 
sidered. It is then that he is most likely to be invited to suggest 
possible audit techniques for inclusion in original computer 
programs. 

If the auditor should decline to submit audit suggestions at that 
time because of unfamiliarity with ADPS or for other reasons, he 
may find considerable opposition in attempting to introduce pro- 
grammed audits at a later time when all programs have been writ- 
ten and approved, systems established, and machine time jealously 
guarded. 

The following suggested areas are only some of the audit 
applications possible through the use of computers: 

1. Salary and wage range audits. Essentially, the objective of 
this audit would be to verify that each employee’s salary is between 
the minimum and maximum wages for his particular occupational 
code. The introduction of an audit of this type would appear to 
be most appropriate during regular payroll preparation when all 
necessary information is routinely passing through the computer. 
The audit is then conducted by simply storing applicable mini- 
mum and maximum wage rates by occupational code in the com- 
puter’s memory. Each employee's regular salary is then tested for 
compatibility with these approved parameters. The auditor may 
elect to have this audit programmed as a subroutine which would 
not be part of the routine payroll processing but could be acti- 
vated at any time during payroll preparation by means of a manual 
switch usually located on the computer’s console. 








Tun 
the 
wag 





ut- 


on- 
est 


iter 
hat 


TO- 
Tit: 
isly 


dit 


for 
nay 
uld 


ual 


















ELECTRONIC AUDITOR 


® 





LOAD MEMORY 
WITH MIN~ MAX. 
SALARY RANGES 
AND OCC. CODE 


! 
ENTER ONE 
EMPLOYEES 


SALARY 
AND OCC. CODE 


© i 














COMPARE STEP 


® ~ © 














PRINT OUT 


NAME, RANK, |——»(F) 
SERIAL NUMBE 














Figure 1. Suggested flow chart for salary and wage range audit 


This arrangement eliminates the need for additional computer 
Tunning time during regular payroll runs and affords the auditor 
the choice of introducing his subroutine whenever a salary and 
wage range audit is required. Figure 1 offers a simplified flow 
chart from which a computer program could then be prepared. 
An additional audit step may be conveniently introduced with the 
salary and wage range audit, namely, the comparison of wage rates 
used by the payroll department with personnel department 
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wage records. Exceptions could then be analyzed and adjusted 
accordingly. 

2. Overhead audit applications. The auditor should give 
thoughtful consideration to the possibility of using computers to 
signal areas relating to overhead expenses for audit attention, 
Needless to say, a program of this type can become quite com. 
plicated if approached all at once. A simple and inexpensive 
program might take form as follows. 

From prior audits the auditor has perhaps been alerted to 
certain sensitive overhead accounts or departments charged. He 
can then program the following test for each charge in these 
historically proven sensitive areas: 

a) Department charged. Is the department one which normally 
requires audit? 

b) Account charged. Is the charge to a sensitive account? 

c) Amount of charge. Is the amount large enough to warrant 
audit? 

d) Other. This depends upon various installations and indi- 
vidual audit programs. 

If any of the questions above receives a negative answer during 
processing, it would be considered a routine transaction with 
which the auditor would not concern himself. Should all answers 
be in the affirmative, however, the computer would set out each 
charge by purchase order number, vendor number, and so on. At 
the completion of the computer program, the auditor would have 
available necessary information complete with source references 
required for audit. In short, the computer would be performing 
preliminary selections which the auditor is presently required to 
do. The auditor would thus be relieved of this effort and per. 
mitted to devote his attention to other areas. Here again, the audi- 
tor may desire to have his audit programmed as a subroutine, to 
be activated only as required. A suggested flow chart for this type 
of audit is presented in Figure 2. 

3. Evaluation of priced bills of material. Although this applica 
tion is not normally related to the auditing functions, it is an 
audit-type exercise within the capabilities of electronic computers. 
In view of continuous competition within various industries, 
together with the desire to obtain maximum value for dollar 
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matic data-processing installation has phased-in material costing 
and purchase prices, it is then logical to assume further that certain 
material costs appearing on a bill would have been routinely 
calculated by the subcontractor’s computer installation. The 
prime contractor’s representative assigned to evaluate the pro- 
priety of the proposed material costs, consistent with the latest 
purchase order activity, would merely have to pass the proposed 
material-part numbers through the computer, thereby matching 
them to current experienced prices. This would provide the prime 
contractor with a greater percentage of parts tested than would 
be practicable if the computing were attempted by human labor. 
The expense of computer running time would be insignificant in 
view of present-day computer speeds. Furthermore, if the sub- 
contractor’s data is in punched-card form, the matching might be 
performed on off-line equipment, thereby further reducing costs, 
We are not yet aware of the full extent to which auditing can be 
performed successfully by the computer. However, by phasing-in 
simple programs we can learn more and eventually expand into 
broader areas. 

This paper does not suggest that electronic computers can 
replace the auditor. ADPS can relieve him of certain routine 
checks and selections but offers no mechanical substitute for an 
auditor’s intuitive or experienced judgment. Rather, the preced- 
ing synopsis attempts to remind auditors of audit techniques 
inherent in automatic data-processing systems. In view of increased 
work loads often complicated by manpower limitations, we would 
do well to consider new audit techniques to meet our increased 
responsibilities. 

The auditing profession is currently meeting this challenge 
through the application of statistical sampling methods in audit. 
ing. Programmed audits can be another useful technique through 
which auditors effectively and economically accomplish their 
mission. 
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Fritz Morstein Marx 


The Mind of the Career Man 


The career man occupies a unique position. He provides the tech- 
nical competence required for administrative action but at the same 
time cannot assume responsibility for final decistons. This responsi- 
bility must come from elected officials whose policies provide the guide- 
lines toward the specific goals to which the career man works. While 
he may give counsel, he can in no way substitute his own judgments 
for policy commitments. Thus the public administrator must func- 
tion in a world of divided responsibility. If he is to be effective he 
must have an awareness that the very qualities which fit him for the 
job may well lead to inflexibility, narrowness of viewpoint, and over- 
specialization. As an official for administration he must be responsive 
as well as responsible, conceive of administration as being the other 
half of policy, and perhaps above all be invested with a public spirit 
which shapes his actions toward the common good of the general public. 

Mr. Marx is Professor of Political Science and Dean of Administra- 
tion, Hunter College. Until recently he served in the Director’s Office, 
Bureau of the Budget. This article is based upon a talk before the 
Association of Alumni of the School of Public Administration, Univer- 
sity of Southern California, and has been published by the American 
Society for Public Administration in the Public Administration Review, 
summer, 1960. 


WITH all the vaunted occupational mobility in the United 
States, the popular image of the successful man still seems to favor 
the freely roaming jack-of-all-trades. But the realities of our civili- 
tation belie this popular image. It is a civilization that makes 
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training and experience precious assets—in business as well as in 
other pursuits, not the least in government. If the modern history 
of American public administration is essentially the story of the 
rise of the professional spirit, the fundamental reason must be 
found in the same forces that have created our economic order, 
Industrial society clamors for more and more trained and experi- 
enced human beings. Indeed, it is a career society, for better or 
for worse. 


POLITICS AND ADMINISTRATION 


While the career man has become increasingly common in most 
walks of life, he holds a particularly important place in the man- 
agement of public affairs. His primary task is to provide the 
needed technical competence in administration. In his entire per- 
formance, however, he must appreciate that the final decision in 
controversial matters is likely to be one not based on administra- 
tive criteria alone but one reflecting value judgments that elected 
officeholders link with the will of the community. Under popular 
rule, a business that deals with the interest of the entire com- 
munity, and with nothing else, must properly remain under the 
community’s general direction. 

Thus the management of public affairs is characterized by two 
functional structures. Its conduct is the joint yet divided respon- 
sibility of chosen representatives of the people, on the one hand, 
and of appointed administrative officials, on the other. The respon- 
sibility is joint in an ultimate sense—in the electorate’s response 
to what government does or fails to do. In an immediate sense, 
however, the responsibility is divided. General responsibility for 
policy, together with responsibility for what is usually called 
political actions, falls to the chosen representatives of the public, 
accountable lastly in the battle for re-election. Administrative 
responsibility, which lives under disciplinary authority, must be 
borne by the appointed public servants. This extends to recom- 
mendations proffered to policy-makers as well as to the effectiveness 
of administrative operations. 

To be in the service of the community lends stature to the 
career man in government. To fit himself into the dual structure 
of responsibility is his hardest assignment. He contributes his 
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competence and his skill to the welfare of the community, but the 
specific goals toward which his work is being directed are not set 
by him. They are set by those who were lifted into power by the 
voters. He can reason with them, as a good adviser must at times; 
yet he is not free to substitute his own view of the common good 
for the policy commitments of his political superiors. On the con- 
trary, he must accept the guidance embodied in these policy com- 
mitments. Although responsibility for policy and responsibility 
for administration are divided, they are hence also inseparable in 
certain ways. Only when the two are securely linked can it be said 
that government itself is responsible. 

The intricacies of the resulting relationships between the 
career man and his policy masters represent a key factor in the 
performance of public service. 


INFLEXIBILITY 


Under democratic auspices, the most important standard of 
government is that the affairs of the people be administered in 
accordance with the people’s preference. Those in whose hands 
the electorate has placed control over the political course will 
usually give closest attention to the effective attainment of policy 
ends. To them, administration is the vehicle meant to carry them 
to their goal, and with the least delay. By contrast, the career man, 
skilled in handling the vehicle, is much concerned with its proper 
use and its diligent care. He wants to do things “right’’—that is, 
“right” from the expert’s point of view. Quite like the policy- 
maker, he knows that the vehicle is indispensable for reaching the 
goal that has been set. Nor does he object to using the vehicle for 
getting there. But he is likely to insist that use of the vehicle in all 
particulars should conform to the judgment of the one who knows 
it best—his own. 

Considering the reasons for the existence of the career man in 
government, this line of argument is not without some point. 
After all, he was trained to do his job, picked up priceless lessons 
in the school of experience, and is in many ways personally respon- 
sible for the condition of the administrative machinery. Policy- 
makers come and go, usually taking but negligible interest in the 
state of the machinery as it is passed on to their successors. Yet 
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government itself is weakened when its administrative capability 
is impaired. In acting as the meticulous custodian of the means 
for accomplishing policy ends, the career man may well feel that 
he is safeguarding not only effective administration but also repre- 
sentative government, even the historic tenets of constitutional 
rule. 

But it is in the nature of the expert to cherish what he knows, 
to worship at the altar of his own knowledge, and to smite both 
ignorance and heresy with inspired zeal. Unless he arouses himself 
to conquer this impulse, his world becomes self-contained and 
fixed. Things must be done the way he learned to do them. Pro- 
cedures must be applied without revision because they have 
acquired sanctity with time. Precedents must be honored because 
departures would bring forth a tidal wave of discretionary deter- 
minations, engulfing his nice dry microcosm. For each current 
question, the answer stalks forward from the past; and being the 
voice of the past, it must be accepted with reverence. Innovation 
becomes obnoxious. 

All this is not entirely unnatural when the reputation of being 


an expert—rather than what he actually can do—is seen by the. 


career man as his principal stock in trade. From such an angle, it 
will become emotionally necessary for him to spend more time 
showing himself right than exploring alternatives that may be 
more helpful in moving toward the government’s goals. Policy- 
makers who come to him with fresh ideas or administrative sug- 
gestions will find him resentful and defensive. Is it not he to whom 
all worth-while insights would occur first? If pressure develops 
toward new approaches in meeting emerging administrative needs, 
the one thing policy-makers can be sure to hear from him is a story 
of obstacles and difficulties. 

Needless to say, when the career man thus settles in the cocoon 
of his superior knowledge, he disqualifies himself for a large part 
of his job. That part consists of showing policy-makers how to use 
the administrative machinery for carrying out their program. For 
imaginative use of this machinery, the career man is the most 
logical source of information. If he is not blocked by his own 
inflexibility, he will think ahead for the policy-makers, explain 
to them how to rely on administrative measures for gaining their 
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objectives, indicate the most promising avenues of action, and take 
on his full share of duty as counselor in helping to define the 
strategy of government. 


NARROWNESS 


Inflexibility is perhaps a form of narrowness. But the evil of 
narrowness assails the career man also in other forms. It may feed 
upon his training, his social status, his functional isolation, and 
even upon his nonpolitical credo. 

In the United States, educational preparation for public service 
has long been enmeshed in a tradition of vocational training. Even 
on the level of graduate study, great stress has been laid on the 
technology of public administration. Organization and procedures 
for program planning, budgetary control, position classification, 
management intprovement, and similar specialized fields of activity 
have tended to be at the center of attention. 

One result has been that those entering government employ- 
ment from the institutions of higher learning were generally able 
to find their way into productive work without much waste 
motion. To some degree, academic training sought to provide an 
equivalent to an otherwise necessary period of apprenticeship. 
The trained aspirants were made for the world of administration. 
For this very reason, however, they were far less well equipped to 
orient themselves in the larger political context. The world of the 
policy-maker seemed remote and perplexing. The relationship 
between political responsibility and administrative responsibility 
often remained obscure. 

Nor is the normal social role of the career man an antidote to 
narrowness. Though “near the scene of exciting things,” his 
participation in public affairs holds him to specified functions. 
His window is usually quite small. On the assembly line of govern- 
ment work, he is confined to particular operations. The com- 
pleted institutional product may never appear plainly in his field 
of vision. Although he is its servant, the community at large lies 
toward the rim of his own life—a life dominated by his daily 
work, on the whole protected from political storms, predictable to 
ahigh degree, as neat and tidy as he wants it. In his privacy, he 
may be a walking encyclopedia on the compositions of Vivaldi, 
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or a collector of ancient coins, or a writer of sonnets worthy of 
breaking into print. None of this, however, is likely to topple him 
from his middle-class island into the agitated seas about him. 

Narrowness is also induced by the simple fact that the career 
man sits at his desk to do his job. Doing his job gives him plenty 
of worries. What comes to him on grounds of his competence can- 
not be passed on to policy-makers. He has to do it; and the more 
there is of it, the less can he afford to stretch himself thin by 
looking at the business of government through the policy-maker's 
glasses. In the chain of action, he is one link; and that is what 
matters. He cannot be—and should not pretend to be—the whole 
chain. He does his best by doing his job. He renders best account 
of himself by sticking to his own knitting. 

Moreover, is it not true that undue involvement in policy mat- 
ters exposes the career man to the contagion of “‘politics’”? As one 
of the peculiarities inherited from the history of governmental 
reform in the United States, he is particularly sensitive to the 
implications of the spoils system. His professional rationality 
appears to him as the practice of virtue. Conversely, the political 
rationality of policy-makers seems somehow compromised by the 
shadow of vice. To the career man the choice is easy. His entire 
occupational background urges him to stay on his own side, to 
remain “clean.” 

But even if it were the greatest honor to be called a politician, 
those engaged in the administrative arts would still be prompted 
to place themselves into their own compartment. Their ways of 
thought would continue to be different from the ways of thought 
of policy-makers. Their intellectual processes would take different 
turns. Under conditions of party change in government, the per- 
manent cadre could not expect to last and at the same time follow 
the policy-maker into the political arena. As the reverse of the 
coin, however, the career man is prone to withhold himself from 
the thunderous issues of politics and to regard his nonpolitical 
status as a toga of righteousness. 


SPECIALIZATION 


It has sometimes been said that in the mushroom growth of 
specialization the only “generalist” is the politician. No doubt the 
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statement cannot be taken literally. Too many representatives of 
the people owe too much to the love they evoke at the head- 
quarters of various special interests. As a matter of fact, in the 
building of electoral support for political candidates it would be 
bold to ignore the organized interests, with their capacity for 
delivering votes or contributions, or both. But when the law- 
maker, in his district, is dependent on a considerable array of 
interests, or when he is called upon to bring about a partial satis- 
faction of a whole string of special interests in a legislative com- 
promise, then he may well have to demonstrate his genius as 
“generalist.” Moreover, he is a generalist by talking the language 
of the people, by trying to make general sense of the technical 
proposals advanced by specialists. 

In coping with this task, the policy-maker is usually glad to have 
help, including the help of the career man, if it is available to 
him. Unfortunately, however, the career man, with dismal fre- 
quency, turns out to be a specialist himself, or even a source of 
specialized pressure. This may be provoking, but it is hardly aston- 
ishing. Here again, the career man’s behavior is simply evidence 
of his having come up in a career. 

Way back when he started out on that career, he was instructed 
to knock at a door admitting only reasonably well-specialized 
aspirants. In fact, knowing that much in advance, he prepared 
himself assiduously to pass muster at the entrance. Next, so that 
the marking would not wash off, he was accordingly “classified.” 
And so on and up. At first he would have liked to slip out of his 
classification and into another one, perhaps even a third or fourth. 
He soon discovered his error. Such shifts might make life richer, 
but in moving from one classificatipn to another it was very easy 
to miss the occupational escalators. 

Indeed, even in the broadest view, administration itself is a 
specialization. When he explains to the policy-maker which 
administrative steps might be most advantageous in a particular 
situation, and which steps should definitely not be taken, he is 
drawing upon his specialized knowledge. To the policy-maker, he 
is a specialist for that very reason. Unwittingly, he also may be 
expressing himself in highly specialized language. Although his 
jargon is perhaps not unfamiliar to the policy-maker, misunder- 
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standings do creep in, sometimes with very disagreeable conse. 
quences—all because administration is something of a mystery to 
the outsider. Unless the career man succeeds in being his own 
interpreter, he may give the policy-maker the impression of living 
in a little box all by himself. 

Specialization creates a preoccupation with pieces, be they seg. 
ments or techniques or processes or functions. The piece, not the 
whole, becomes the center of gravity, absorbing the attention of 
the participants. To be pulled away from the special toward the 
general is resisted with all means. The monitor of the general 
aspect becomes the enemy. He must be kept out. Thus the spirit 
of specialization adds partition to partition, giving shelter to a 
fragmented functional kinship at the price of the larger unity, 
When the career man falls prey to this malady, he will readily 
convince himself that administrative responsibility and policy 
responsibility can never get together. 


INTEGRITY 


Inflexibility, narrowness, specialization—these generate the kind 
of behavior that to the policy-maker will seem typically bureau- 
cratic. They are influences that rise within the administrative 
setting, at work everywhere, as part of the occupational “facts of 
life.” They can paralyze the free spirit unless the career man is 
continuously on guard against them. It is not that these influences 
vanish before his goodwill or his devotion to duty. He needs to 
alert himself to their presence, to their persistence, and to their 
insidious effects. He must give combat in his own mind and fight 
the battle with his own personal resources. 

In this struggle against the downward pull of his occupational 
environment, the career man is able to marshal great strength 
when he is guided by the counsel of integrity. Integrity demands 
more of him than not to steal. It goes beyond a conscious accept 
ance of the trust placed in him by both policy-makers and the 
public itself. It requires him to be responsive as well as responsi- 
ble. But he is not to be a servile creature at the beck and call of 
those in power. In playing his public role, he must fully grasp its 
implications. True enough, it is for him to keep the wheels of 
administration going, to get things done, to render faithful sup 











THE CAREER MAN 43 


port to the elected agents of the citizenry. But it is also his official 
duty so to shape his actions that they comply with the commands 
of law and the maxims of public ethics. 

From this point of view, it cannot be a matter of indifference to 
the career man what influences impress themselves upon his mind. 
His mentality is too large a part of his effectiveness. Even though 
his attention is frequently diverted, he stands at a place where he 
can see more clearly than anyone else how incessant is the drag of 
routine, the temptation of being busy, the push into a pointless 
self-sufficiency. If there are forces about him that make him a 
robot, running breathlessly in ever smaller circles, he alone is able 
to mount his defense. His integrity provides him with the stamina 
to resist being molded by his environment and instead to mold 
it on the pattern of his public purpose. Whether or not he 
does is a question which affects decisively the general quality of 
administration. 

Integrity as well as inflexibility plead for the observance of 
ground rules that are to be respected. But inflexibility, as here 
discussed, has no motive except the egocentric joy of living behind 
blinders, of being self-serving, of staying put. Integrity rebels 
against such corruption of the mind in the management of public 
affairs. The career man’s integrity must affirm the instrumental 
role of the machinery of administration—by conceiving of admin- 
istration as the other half of policy, as the essential vehicle of 


political purpose. 
BREADTH 


No element of the general public finds it easier to know its 
mind, to tell what it wants, and to go after it with tenacity than 
the special interest group. By contrast, government comes nearest 
to fulfilling its fundamental obligations when it reflects broadly 
integrated interests. The dynamics of the special interest can best 
be appreciated as a spontaneous phenomenon of nature. It is a 
given thing, the embodiment of reality. By contrast, to achieve 
basic coherence in response to interest pressure is the result of 
insight and energy, contributed deliberately. The noblest task of 
government—and the most arduous—is to unite the community 
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in widely inclusive programs. It may therefore be said that to 
govern is to move in breadth. 

This carries an important implication for the career man. 
Knowing that the weight of convenience in his workaday existence 
draws him toward a narrow outlook, he must give special atten- 
tion to marking out the dimensions of issues coming before him, 
He must search for ramifications and repercussions that remain 
hidden at first sight. Both when he advises policy-makers on pro- 
gram questions and when, on his own level, he determines policy 
himself, he must be willing to unravel the raw data patiently, to 
spot as many relevant aspects of the problem as possible, and to 
assess the likely effects of promising solutions. It is for him, look- 
ing at matters through the eyes of administrative experience, to 
see more than is shown. 

In its most obvious significance, such orientation is simply a 
much-needed therapy for the career man against the ill of narrow- 
ness. But the effect carries beyond the plane of his own occupa- 
tional situation. By contributing breadth of point of view, he 
makes it easier for the policy-maker to shoulder the full burden 
of government. Policy-makers need a line of defense against the 
special pleader. Policy-makers also need impartial information on 
aspects of issues not likely to occur to them from the experience 
they gain as organizers and appraisers of community sentiment. 

It is not necessary for the career man to appoint himself an 
eagle-eyed detective to identify the fingerprints of the special 
interest. All that is asked of him is that he lay before the policy- 
maker a complete analysis of the facts. Facts do not stop “raids 
upon the public treasury.” But verified facts make it very difficult 
to deceive the public by exploiting its ignorance. The more the 
career man, as the spokesman of administrative impartiality, suc- 
ceeds in bringing into the open all of the angles of an issue, the 
less it is likely that the policy-maker will be entrapped by special 
pleaders. The more closely circumscribed the career man’s horizon 
because of his own specialized approach, the less sensitive his nose 
will be to the scent of the special interest. 

Moreover, the “permanent cadre” is apt to be more concerned 
than policy-makers with the continuity of government as a going 
business. When it comes to consistency in the conduct of govern- 
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mental functions, to the fundamental coherence of the total 
program, to observance of sound principle, the career man is often 
able to raise points which cannot safely be overlooked but escape 
notice on the political stage. Engrossed in the immediate, the 
policy-maker may even hate to concede such points. But the 
momentary involvements of policy-makers are overshadowed by 
the constant role of government—not only what it is today, but 
also what it will be tomorrow. In holding before the policy-maker 
the larger canvas, the career man provides an eminently construc- 
tive service even though he may not be graciously received. 


SPIRIT 


If the career man alert to his duties cannot always expect the 
applause of his political masters, he should nevertheless be able 
to earn at least their reluctant esteem. As his integrity is tested 
in the trials of the day, he has ample opportunity for demonstrat- 
ing his service morality. But integrity can turn sour. It must have 
the support of spirit. 

This is not simply to say that dispirited integrity is perhaps more 
a liability than an asset. In his relations with his associates as well 
as with policy-makers, the career man cannot be blind to the 
factor of morale, including his own. He does not truly do his job 
if he habitually wears an expression of dejection or boredom, or 
seems lost to the cheerful word. Administration without energy is 
much less than half a loaf. And energy cannot be sustained without 
spirit. 

But spirit is more important in a different sense—as public 
spirit. Public spirit is not what comes forth naturally in public 
offices. It is not an organic aspect of being in public employment. 
It has to be generated. It represents an achievement, the result 
of dedication as well as maturity. 

No doubt public spirit is not a monopoly of those in the public 
service. It manifests itself not seldom as the quickening influence 
supplied by policy-makers. Indeed, public spirit is the mark of the 
citizen—as he ought to be. But those who serve the public in the 
nature of their employment have a particular reason to cultivate 
public spirit. 

When the career man consciously devotes himself to service, he 
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must be able to displace within himself his private interests to the 
extent that these would be in the path of his public responsibili- 
ties. But that is only the first step. In addition, he must learn to 
recognize the difference between the public, as the generality of 
men, and the milling multitudes formed into many separate 
publics. By becoming subservient to any one public, he fails the 
general public. Above all, his public spirit should grow with 
thought and time into a guide toward the common good. Although 
the standard is exacting, it is the evidence of public spirit that 
signals the career man’s real worth. 











Joint Program Progress Report, 


Fiscal Year 1960 


The annual report of the Joint Financial Management Improve- 
ment Program for fiscal year 1960 was issued by the Secretary of 
the Treasury, the Director of the Bureau of the Budget, and the 
Comptroller General of the United States on November 15, 1960. Part 
I of the report summarizes the financial management developments 
of government-wide significance. Part II summarizes the status of the 
financial management improvement programs of the individual federal 
agencies as of June 30, 1960, their accomplishments in fiscal year 
1960, and their future improvement plans and schedule. Part I of the 
report is reprinted below. 


THE JOINT PROGRAM 


The Joint Financial Management Improvement Program was started 
in 1948 as a joint effort of the General Accounting Office, the Bureau 
of the Budget, and the Treasury Department, in cooperation with 
each of the operating agencies, to improve the financial management 
methods and procedures throughout the entire government. This 
joint program has been in operation for 12 years. At the beginning, 
and for several years thereafter, emphasis was placed on improving 
the accounting methods and procedures employed in government 
operations. Because of this primary need, the program was originally 
known as the Joint Program to Improve Accounting in the Federal 
Government. 

As improvements were made in the accounting area, the efforts 
of the Joint Program naturally turned to corresponding improvements 
in the related financial management functions. Although accounting 
throughout the federal government is not yet completely satisfactory, 
a indicated by the fact that a significant number of the accounting 
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systems of government agencies have not been approved by the Comp. 
troller General, sufficient progress was made during the 1950's so that 
the primary attention of the Joint Program could be shifted from 
accounting to the total financial management job to be done. 

Since 1956, the Joint Program has placed emphasis upon an accel- 
erated program for comprehensive review, evaluation, and revision of 
agency financial management systems. This emphasis has the important 
objective of developing agency programming, budgeting, accounting, 
and reporting practices to the point where meaningful financial data 
on the cost of operations are developed and used effectively as a tool 
of management at the various levels of government. 

This long-range modernization program is being carried out on 
an organized basis through time-phased plans of action developed 
by each operating agency. Implementation of those plans is the re. 
sponsibility of each individual agency, but necessary guidance and 
assistance are provided by the central agencies through the working 
arrangements of the Joint Financial Management Improvement Pro- 
gram. 

The nature and scope of matters requiring attention in each agency 
vary. Some agencies are equipped to install the needed improvements 
with their own personnel. Others require assistance from the central 
agencies which, with coordination provided by a Joint Program Steering 
Committee, keep abreast of efforts being made in the operating agencies 
and assist in resolving problems and stimulating action. For example, 
a joint working team, established in fiscal year 1959, continued to 
assist the Department of State in developing and carrying out its plans. 
The Steering Committee reviewed the progress being made in the 
Department of State under this joint working arrangement and advised 
on related problems of implementation. Also, during the year, the 
Steering Committee discussed financial management improvement 
plans and their implementation with other major agencies. These 
included the Post Office Department, the Department of Labor, the 
District of Columbia Government, the United States Information 
Agency, the Bureau of Public Roads of the Department of Commerce, 
the International Cooperation Administration, the National Aeronav- 
tics and Space Administration, the Federal Aviation Agency, and the 
National Labor Relations Board. Central agency staff continued to 
assist the Department of Defense in the studies begun in fiscal year 
1959 of financial methods and procedures in various areas of that 
Department. Particulars concerning developments in these agencies 
are contained in part II of this report. 
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The agencies’ own evaluation reports, as well as audits and other 
reviews made by the central agencies, indicate varying degrees of prog- 
ress toward the ultimate objectives of this program. In some agencies, 
the improvement effort has reached the point where the financial 
management systems produce cost and other financial data that play 
asignificant part in arriving at management decisions. In other agencies, 
the technical changes from the traditional obligation-based system have 
been made, but additional effort is needed to bring about better man- 
agement use of the improved financial information. Furthermore, in 
some of the agencies, the degree to which the modernized concepts 
have been applied does not appear to be adequate in relation to current 
requirements and objectives. In other cases, the agencies are still in 
the developmental stage of the program. Accordingly, much still re- 
mains to be done before the ultimate objectives of the Joint Program 
are satisfactorily attained in all agencies throughout the federal 
government. 


COST-BASED BUDGETING 


As a result of the agencies’ progress in making the technical account- 
ing changes necessary to produce accrual and cost information, the 
conversion to cost-based appropriation requests continues to move 
ahead. Starting with four such presentations in the 1957 budget, agency 
progress has resulted in 98 cost-based presentations in the 1959 budget 
and 353 in the 1961 budget. The 1961 presentations accounted for 
56 percent of all appropriation items and covered programs that 
annually result in budget expenditures of approximately $33.5 billion, 
as well as trust fund expenditures of about $16 billion more. 

The President, in his 1961 budget message, stated that the remain- 
ing obligation budgets would be converted to the cost basis as soon 
as possible. Such conversions will be made as soon as the agency in- 
volved has made the necessary technical changes in its accounting 
system. Based on agency reports of progress under the Joint Program, 
it is expected that about two-thirds of the appropriation items in the 
1962 budget will be presented on a cost basis. 

This record of the development of cost-based presentations gives 
evidence of the technical ability of agency systems to produce cost 
and other accrual information annually concerning the conduct of 
assigned functions. Though of significance from the standpoint of 
progress in the accomplishment of the agency’s plan of action, this 
is but one part of the total objective. In addition to use in the pre- 
sentation of annual budgets, the improved financial data should be 
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effectively utilized in the day-to-day program and operating decisions 
of agency management. This requires the development of a systematic 
agency approach to financial management, especially in the internal 
budget processes, that gives appropriate attention to the cost of doing 
business and utilizes accrual and cost data in combination with other 
available management tools to achieve the most efficient agency opera- 
tion. That part of the job is currently being given primary emphasis 
by the central agencies in their role of stimulating and coordinating 
this modernization program. Orientation and training action on a 
government-wide basis is being taken and is planned to assist in 
bringing about more rapidly the desired results. 


ACCOUNTING 


Approval of agency accounting systems. The Budget and Account. 
ing Procedures Act of 1950 provides that the accounting systems of 
the executive agencies, including the central accounting system main- 
tained by the Treasury Department, shall be approved by the Comp. 
troller General when he determines that they adequately fulfill the 
requirements set out in the law and related regulations. At the close 
of fiscal year 1960, there were about 125 civilian executive agencies, 
consisting of subdivisions of departments plus independent agencies, 
for which separate accounting systems were in operation and there 
fore subject to approval. Thirty-eight of those systems have been 
approved in their entirety by the Comptroller General. In addition, 
parts of 17 other systems, such as payroll systems, property accounting, 
etc., have been approved. In the Department of Defense, the only 
complete accounting system that has been approved is that covering 
the civil functions of the Department of the Army Corps of Engineers. 
Parts of systems have been approved in nine other instances, such as 
various pay systems and debt and collection procedures. 

These approvals were issued over the last 12 years and, because 
of subsequent legislation and other pertinent developments, the sys 
tems approved may need reexamination. For example, some of the 
approved systems do not fully incorporate accrual accounting to the 
extent contemplated by Public Law 84-863, approved in August 1956. 
Therefore, while 39 complete accounting systems of executive agencies 
have been approved by the Comptroller General as adequate in the 
light of legislation and conditions as they existed at the time of ap 
proval, this is not necessarily indicative of the number of agency 
systems that would be deemed adequate in the light of 1960 require 
ments. As explained in the Comptroller General’s May 1959 letter 
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to all executive agencies on the subject of approval of agency account- 
ing systems, continuing efforts should be devoted by each agency to 
the development of improvements and to the institution of necessary 
changes to keep the system adapted to current needs and conditions. 

In addition to review and approval of the accounting systems of 
executive agencies, the General Accounting Office, upon request, re- 
views the accounting systems of organizations in the legislative and 
judicial branches of the government. Eleven letters of approval or 
partial approval were issued to these organizations by the Comptroller 
General during the last 12 years. Five of these approvals covered 
complete accounting systems of organization entities, and the balance 
covered parts of the systems or particular procedures of other organ- 
ization entities. 

Accounting principles, standards, and related requirements. Under 
the Budget and Accounting Procedures Act of 1950, the Comptroller 
General has the continuing responsibility to prescribe the accounting 
principles, standards, and related requirements to be observed by each 
executive agency other than corporations and agencies subject to the 
Government Corporation Control Act. As new problem areas arise, 
appropriate principles and standards are developed. 

The General Accounting Office Policy and Procedures Manual for 
Guidance of Federal Agencies is the official medium through which 
the Comptroller General promulgates (a) accounting principles, stand- 
ads, and related requirements and illustrative accounting procedures 
and methods, and (b) uniform procedures for use by federal agencies. 
By the end of the fiscal year, twelve chapters of illustrative accounting 
procedures in Title 2 of the manual had been issued, including two 
chapters released during fiscal year 1960. One of these chapters was 
on adjusting and closing entries, and the other on integrated account- 
ing for an agency financed from appropriations. In this latter chapter, 
the accounting procedures are illustrated by means of a case study. 

Revisions were made in Title 7 of the manual during the year, 
covering improved methods and techniques in documenting and pro- 
cessing fiscal transactions having government-wide application. Changes 
approved subsequent to the initial release of title 7 were added and 
other material in the several chapters of that title was clarified and 
simplified. 

During the year, assistance was rendered to various individual 
agencies on problems involving accrual accounting. This assistance 
consisted of demonstrations of the techniques and uses of such ac- 
‘unting, and advice on the resolution of related problems. Those 
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problems involved, for example, the accounting treatment for accrual 
of annual leave; for recording the procurement, disposal, and inven. 
tory of government-owned property and related depreciation; and the 
use of accrual accounting records in the control of expenditures. 

Many other problems regarding the proper application of account- 
ing principles and standards in particular circumstances were con- 
sidered in this fiscal year. The subjects included accounting for seized 
property, depreciation accounting for government-owned water re. 
source projects, accounting for actuarial liabilities, and criteria for 
the capitalization of property. 

Appropriation accounting and reporting requirements. Repre 
sentatives of the Bureau of the Budget, the General Accounting Office, 
and the Treasury Department jointly conducted a review of agency 
experience in the application of Public Law 84-798, which was enacted 
in July 1956. That legislation was enacted after congressional con- 
sideration of a Hoover Commission recommendation that would 
simplify accounting by requiring the maintenance of a single con- 
solidated account for each appropriation title. As enacted, Public 
Law 84-798 provided that the agencies should maintain, for each 
annual appropriation, an account for the current year, one for each 
of the two preceding years, and one consolidated account for all prior 
years. 

The objective of the joint study was to determine the feasibility 
of further simplifying present requirements. The resulting staff report 
suggested that the legislation be amended to reduce the requirements 
to fewer accounts for each annual appropriation. This proposal is 
receiving consideration. 

In this connection, existing reporting requirements in this area 
were simplified by Public Law 86-533, which was enacted in June 
1960 to reduce the number of reports to the Congress. Among other 
provisions, that law repealed the portion of Public Law 84-798 that 
required agency reports to the Congress on the restoration of funds 
previously withdrawn from availability. Accordingly, action was 
initiated to bring about appropriate changes in the related central 
agency regulations and instructions. 

Transfer of certain accounts and claims settlement functions from 
the General Accounting Office to agencies. The General Accounting 
Office is no longer involved in the routine accountkeeping and approv- 
ing of claims for payment of unclaimed moneys held by the Govern 
ment. Pursuant to a circular letter issued by the Comptroller General 
in March 1960 (B-142380), operating agencies are now responsible 
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for approving claims relating to these accounts and certifying them 
to the Treasury for payment. The agencies were advised to continue 
to send claims to the General Accounting Office for settlement action 
prior to payment if they have any doubt concerning the propriety 
or legality of such claims. The Policy and Procedures Manual for 
Guidance of Federal Agencies is being revised to cover these pro- 
cedures. 

The General Accounting Office has also transferred to the agencies 
the responsibility for approving payments from the accounts “Relief 
of individuals and others by private and public laws” and “Refunds 
of moneys erroneously received and covered.” The agencies, however, 
have been instructed to send doubtful matters to the General Ac- 
counting Office for settlement. 


CENTRAL ACCOUNTING, REPORTING, 
AND DISBURSING 


Accounts of Treasury regional offices for appropriation, fund, and 
receipt transactions. During the year the Treasury undertook a study 
of a proposal concerning its central accounting and reporting opera- 
tions, involving the consideration of further modification in accounting 
relationships with the agencies for which the Treasury disburses. The 
proposal contemplates (a) that Treasury regional disbursing offices 
would keep control accounts for transactions at agency accounting 
station levels, instead of the more detailed accounts presently kept 
according to individual appropriation, fund, and receipt symbols, 
and (b) that the agency accounting stations would furnish, in monthly 
reports, the underlying receipt and disbursement data classified ac- 
cording to appropriation, fund, and receipt accounts for the purposes 
of Treasury's central accounting and reporting. In collaboration with 
the Bureau of the Budget and the General Accounting Office, and 
with the cooperation of all departments and agencies affected, a test 
of the proposal was made for a 3-month period during which each 
agency accounting station furnished a special monthly report of 
transactions classified according to appropriation, fund, and receipt 
accounts. An evaluation of the results of the test was underway at 
the close of fiscal year 1960. 

Annual Combined Statement of Receipts, Expenditures, and Bal- 
ances of the United States Government. In line with the continuing 
development of accrual accounting systems under Public Law 84-863, 
appropriation and fund reporting in the combined statement is being 
tevised, effective with the 1960 fiscal year issue, to include (a) a break- 
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down of unpaid obligations to disclose separately the amounts of 
undelivered orders and amounts of accounts payable and accrued 
liabilities; and (b) receivables segregated as between those that are 
earned and those that are anticipated, in summary form. All but four 
of the executive departments and agencies, and part of a fifth depart- 
ment, have been able to furnish that analysis as of June 1960. Com- 
pliance on the part of those latter agencies is expected as of June 
1961. 

Reports of assets and liabilities. The submission of balance sheets 
and other related financial statements in response to Treasury Depart- 
ment Circular No. 966 continues to increase in coverage. One hundred 
and thirty-six reporting entities furnished complete balance sheets 
for the year that ended in June 1959—30 more than the previous 
year. A further small increase in coverage is expected as of June 1960. 

Foreign currency accounts and reports. Transfers of foreign cur- 
rencies from the Treasury accounts to the agency accounts were central- 
ized in Treasury during the year. Formerly, all requisitions, on the 
basis of allocations and apportionments by the Bureau of the Budget, 
were made by agency field representatives in foreign stations through- 
out the world. The centralization will afford better accounting control 
for transfers of foreign currencies recorded in the Treasury accounts. 
Provision was made for a new quarterly report showing the expend- 
iture of actual dollars for purchases of foreign currencies on the open 
market. This information supplements similar information on agency 
dollar purchases of foreign currencies held by the Treasury Depart- 
ment, and gives a complete picture of the dollar purchases of foreign 
currencies made by the various agencies of the government. 

Disbursing offices. The transfer of veterans’ benefit payments opera- 
tions to the Chicago regional disbursing office of the Treasury 
Department resulted in closing the regional disbursing offices in Atlanta, 
Cleveland, Los Angeles, Richmond, St. Louis, and Minneapolis. The 
delivery of automatic data processing tape equipment to the Chicago 
regional disbursing office is expected to be made by December 1960, 
for installation of the checkwriting system integrated with (a) the 
existing computer operations for benefit payment accounting in the 
Veterans’ Administration, (b) the forthcoming computer operations 
for benefit payment accounting in the Social Security Administration, 
(c) the existing computer system for payment and reconciliation of 
checks in the Office of the Treasurer of the United States, and (d) the 
check delivery operations of the Post Office Department. 

Other improvements under consideration. There are under con- 
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sideration various improvements in financial reporting, including 
the development of the following: (a) a proposed table for the Annual 
Report of the Secretary of the Treasury on the Federal credit pro- 
grams of all government agencies, to show the nature of the programs, 
the rates of interest charged, and the maturity range of all loan pro- 
grams; (b) further classification of data in the Annual Report of the 
Secretary of the Treasury, to show government expenditures accord- 
ing to the states in which they are made; (c) publication of a com- 
prehensive statement on long-range commitments and contingencies 
on a semiannual basis; and (d) revision of foreign currency reporting 
requirements for the purpose of securing uniform reporting of foreign 
currency transactions by all agencies of the government. 


TRAINING AND PERSONNEL 


Cost-based financial management illustrations. In order to promote 
better understanding and more familiarity with the potential value 
of cost information as a management tool, the Bureau of the Budget 
initiated action to develop and organize a series of presentations that 
would demonstrate agency experience in the application of cost-based 
financial management techniques. That action contemplated that 
such case presentations would be useful for staff orientation and 
training purposes. It was also considered to be the first step toward 
the development of more definitive government-wide criteria in this 
broad field. 

Based on the kind of program conducted, the nature of the financial 
management system employed, and the experience gained, several 
operating agencies were requested to participate in this undertaking. 
They were the Atomic Energy Commission, the Veterans’ Admin- 
istration, the Bureau of Reclamation in the Department of the In- 
terior, the Bureau of the Mint in the Treasury Department, and two 
separate areas of the Department of the Army—the Corps of Engineers 
civil functions, and the operation and maintenance area of the military 
functions. Those organizations cooperated wholeheartedly in this 
project. 

In each case, the operating agency staff undertook to develop an oral 
and a written presentation, employing visual aids, that would demon- 
strate how modernized financial management concepts are applied 
in agency operations to serve the organization’s management needs. 
That developmental work was substantially completed by the end of 
fiscal year 1960, in preparation for group presentations early in fiscal 
year 1961. Initially, such presentations are planned to be made by 
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each of the agencies before staff groups in the Bureau of the Budget. 
Consideration is also to be given to similar presentations of the mate. 
rial before staff groups in other agencies, before interested groups 
such as the professional societies, and in the Civil Service Commission's 
Financial Management Institute. 

Concurrent with those efforts, action was taken under the Joint 
Program to review the application of cost-based financial management 
concepts in an administrative-type agency in which the difference 
between the total amount of costs and the total obligations at the 
end of a year is not substantial. For this purpose, a study was initiated 
in the Agricultural Research Service of the Department of Agriculture 
in February 1960, by a joint team consisting of representatives of the 
Bureau of the Budget, the General Accounting Office, and the Treasury 
Department, in collaboration with representatives of the Department 
of Agriculture. A draft report of the results of the study was prepared 
near the end of fiscal year 1960 for the consideration of the Joint 
Program Steering Committee. 

Financial Management Institute. During fiscal year 1960 the Civil 
Service Commission conducted two sessions of a Financial Manage- 
ment Institute—one in April and one in May—as a part of the training 
of government personnel in financial management fuctions and meth- 
ods. Representatives of the Joint Program provided advice and assist- 
ance in the development and conduct of those training sessions, which 
were attended by a total of 270 federal personnel, representing both 
the Washington and the field offices of the operating agencies. 

Because of the number of personnel that were nominated for the 
Institute but could not be accommodated by the available facilities, a 
third session of the 1960 Institute is scheduled to begin in October 
1960. Plans are also underway for similar Institute training sessions 
during calendar year 1961, with revisions in content and presentation 
based on the past year’s experience. 

Position classification standards. In continuation of its efforts toward 
the development of improved standards for accounting and budget 
positions, the Civil Service Commission developed a preliminary draft 
of revised classification standards for the GS—510 professional account- 
ing positions. This material is currently under review and considera- 
tion by selected representatives of the Joint Program. Upon com- 
pletion of that review, the Commission plans to circulate a revised 
draft to all agencies for comment and suggestions prior to official 
release. 

This draft material does not provide for revision of the standards 
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for auditor positions at this time. The Commission plans to initiate 
a project in this area as soon as available staff facilities permit. 
Furthermore, the draft standards do not cover top financial manage- 
ment or comptroller positions which are also slated for study in the 
near future. 


AUTOMATIC DATA PROCESSING 


Federal agencies continued to expand the use of automatic data 
processing systems in a wide range of business and management con- 
trol activities during fiscal year 1960. Of particular significance is the 
increasing use of small-scale electronic systems in military base level 
programs and at smaller recordkeeping centers in both the Depart- 
ment of Defense and the civilian agencies. Also, several of the systems 
studies which have been underway for the past few years have now 
resulted in the acquisition of large-scale equipment for use in major 
programs. The latter have generally resulted in more centralization 
of data processing operations, while the small-scale systems have 
expanded the use of electronic equipment at the local installation level 
both for local use and in support of large-scale centralized facilities. 

During the past year the Bureau of the Budget issued Bulletin No. 
60-4 on this subject. That document defines the automatic data 
processing program of the executive branch and requested the exec- 
utive agencies to submit the first in a series of annual reports on the 
utilization of such equipment and related personnel. Agency reports 
in response to the circular indicate a total of 540 computers had 
been installed in government agencies by the end of June 1960. That 
total includes equipment installed for scientific and engineering pro- 
grams as well as for business management functions, but is exclusive 
of equipment used for tactical, intelligence, and other classified 
purposes. Three hundred and seventy of the 540 installations reported 
are located in the Department of Defense, and 170 are in the civilian 
departments and agencies. 

Approximately 310 of those computers are used in business and 
management control systems as compared with approximately 200 at 
June 1959. The report issued by the Bureau of the Budget reflected 
that approximately 100 more installations are planned by the execu- 
tive agencies for fiscal year 1961. However, more recent information 
indicates a further acquisition of about 100 additional small-scale 
computer systems to replace punched card systems over the next 18 
months. 

The most extensive use of electronic equipment is in the Depart- 
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ment of Defense supply and logistics programs, where millions of 
supply items generate tens of millions of transactions monthly in 
cataloging programs; in inventory control, distribution, and require. 
ments forecasting; and in related financial management processes. 
In the civilian agencies, the principal programs continue to be 
of a large-scale single purpose nature, such as wage records processing 
and benefit payment calculations in the Social Security Administra- 
tion; savings bonds accounting and auditing operations in the Treasury 
Bureau of the Public Debt; Treasury check payment and reconcilia- 
tion operations; benefit and insurance accounting and statistical 
operations of the Veterans’ Administration; Post Office payroll and 
accounting operations; commodity programs in the Department of 
Agriculture; and census tabulations in the Department of Commerce. 
Throughout both the civilian and defense agencies a wide range 
of functions has been converted to electronic processing. They in- 
clude such operations as payroll, general and cost accounting, inven- 
tory control, personnel reporting, personnel statistics, leave account- 
ing, loan accounting, and general statistical operations. Individual 
agency developments in the installation and use of automatic data 
processing systems are described in part II of this report. 
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Technical Accounting 


Developments 


JOINT FINANCIAL MANAGEMENT 
IMPROVEMENT PROGRAM 
ANNUAL REPORT FISCAL YEAR 1960 


ON November 15, 1960, the Secretary of the Treasury, the Direc- 
tor of the Bureau of the Budget, and the Comptroller General of 
the United States issued a joint report describing progress during 
the fiscal year 1960 toward modernization of financial management 
machinery in the federal government.’ Part I of the report 
describes financial management developments of government-wide 
significance relating to cost-based budgeting, accounting, training 
and personnel, and automatic data processing. Part II of the report 
treats individual agency financial management improvement pro- 
grams and describes status, accomplishments, and the agency’s 
future plans. An appendix is included showing an over-all tabular 
picture of where the agencies stand in relation to some of the 
more significant phases of the improvement program relating to 
accounting systems and cost-based budgeting. 

The covering transmittal letter for the report points out that, 
while the results achieved through the co-operative efforts of all 
agencies during the past twelve years have been substantial, much 
still remains to be done to achieve the objectives of law under- 


Part I of this report is reproduced in its entirety in the preceding section. 
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lying the Joint Financial Management Improvement Program. 
There is a need for particular emphasis on the broad-scale orienta- 
tion and training of financial management personnel and the 
effective management use of improved financial information in 
the decision-making processes in federal government agencies. In 
the view of the Comptroller General, the Secretary of the Treasury, 
and the Director of the Bureau of the Budget, further progress in 
the years ahead requires the continued participation of top man- 
agement in each agency so that management at all levels can obtain 
the benefits available through use of modern techniques of 
budgeting, accounting, and financial reporting. 


REVIEW AND APPROVAL OF AGENCY ACCOUNTING 
SYSTEMS BY THE COMPTROLLER GENERAL 


The Comptroller General issued a new chapter (Chapter 9800, 
Part 4, Title 2) of the “GAO Manual for Guidance of Federal 
Agencies” which prescribes procedures and provides guidelines 
to be followed by agencies in requesting approval of their account- 
ing systems as required by the Budget and Accounting Act of 
1950. The chapter also outlines, for the information of agencies, 
some of the factors and criteria which should be considered in 
(1) evaluating the effectiveness of their financial management and 
accounting operations, (2) developing new or revised programs in 
these areas, and (3) fulfilling their responsibilities for maintaining 
effective systems of accounting and financial management control 
as required by law. The new chapter is a codification of the Comp- 
troller General’s letter to heads of departments and agencies, 
B-115390, dated May 28, 1959. 


BUDGETING FOR RENTED GENERAL PURPOSE SPACE 
FOR NEW OR EXPANDED ACTIVITIES 


Bureau of the Budget Bulletin No. 61-4, dated November 10, 
1960, provides supplementary instructions concerning a change 
in the method of financing rented general-purpose space for new 
or expanded programs estimated for the 1962 budget and discusses 
proposed changes in appropriation language relating to the 
transfer of rent money to the General Services Administration. 
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REPORT ON. THE USE OF 
ELECTRONIC DATA-PROCESSING EQUIPMENT 
IN THE FEDERAL GOVERNMENT 


On August 19, 1960, the House of Representatives Subcommit- 
tee on Census and Government Statistics, Committee on Post 
Office and Civil Service, issued a comprehensive report on the use 
of electronic data-processing equipment for administrative, statis- 
tical, and scientific work in the federal government. Included in 
the report are recommendations dealing with general planning, 
personnel matters, and the use of equipment, along with a brief 
description of selected applications in twelve federal government 
agencies. The report also includes an inventory of electronic com- 
puters in the federal government, exclusive of those used for 
tactical and classified purposes in the Department of Defense. 


EMPLOYEES’ COMPENSATION 


The “Federal Employees’ Compensation Act Amendments of 
1960,” Public Law 86-767, approved September 13, 1960, increased 
the workmen’s compensation benefits for civil officers and employ- 
ees of the United States who suffer personal injuries while in the 
performance of duty. These increases are to make the benefits more 
realistic in terms of present wage rates. 

Public Law 86-767 also requires each agency to pay the cost of the 
benefits paid to its employees or their survivors. Formerly an appro- 
priation was made to the Bureau of Employees’ Compensation of 
the Department of Labor to cover the costs of such employees’ 
compensation benefits. 

The Secretary of Labor is required by the Act to furnish each 
agency, prior to August 15 of each year, a statement showing the 
total cost of benefits and other payments made from the Employees’ 
Compensation Fund during the preceding fiscal year on account 
of the injury or death of employees or persons under the jurisdic- 
tion of the agency. Each agency shall include in its annual budget 
estimates for the next fiscal year a request for an appropriation in 
an amount equal to such costs. Sums appropriated pursuant to such 
request shall be transferred to the Employees’ Compensation Fund. 
In the case of any corporation or other agency which is not depend- 
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ent upon an annual appropriation, the deposit to the Fund will be 
made from the funds under the corporation or agency’s control. 

Any mixed-ownership corporation or any corporation or activity 
which is required to submit an annual budget pursuant to the 
Government Corporation Control Act will pay an additional 
amount for its fair share of the cost of administration of the 
Federal Employees’ Compensation Act, as determined by the Sec. 
retary of Labor. The charges billed by the Secretary for these 
administrative costs will be paid into the Treasury as miscellaneous 
receipts. 


ACCESS TO RECORDS 


The Comptroller General rendered a decision on December 8, 
1960 (B-143777) concerning the failure of the Department of State 
to furnish to the Foreign Operations and Monetary Affairs Sub- 
committee of the House Committee on Government Operations 
certain documents and records of the Office of the Inspector Gen- 
eral and Comptroller. The Comptroller General stated that, since 
a request for the documents was made by an appropriate subcom- 
mittee of the Congress and they have not to date been furnished, 
“we have no alternative but to advise you that, unless the docu- 
ments are furnished by December 9, 1960, program funds will no 
longer be available for expenses of the Office of the Inspector Gen- 
eral and Comptroller, and any such use of program funds after that 
date will be disallowed by this Office.” 

The Comptroller General’s decision was based upon a section 
of the Mutual Security Act of 1959, 73 Stat. 253, which provides: 


Expenses of the Office of the Inspector General and Comptroller with 
respect to programs under this Act shall be charged to the appropria- 
tions made to carry out such programs: Provided, That all documents, 
papers, communications, audits, reviews, findings, recommendations, 
reports, and other material which relate to the operation or activities 
of the Office of Inspector General and Comptroller shall be furnished 
to the General Accounting Office and to any committee of the Congress, 
or any duly authorized subcommittee thereof, charged with consider- 
ing legislation or appropriation for, or expenditures of, such Office, 
upon request of the General Accounting Office or such committee or 
subcommittee as the case may be. 
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Prior to rendering his decision, the Comptroller General had 
requested the Secretary of State to advise him “as to your intentions 
concerning production of the documents requested by the Sub- 
committee and of any views you might wish to offer in the matter 
of a decision to be taken by this Office with respect to the future 
availability of funds for expenses of the Office of the Inspector Gen- 
eral and Comptroller.” The points raised by the Secretary are dis- 
cussed in the decision letter. With respect to the constitutionality 
of a cut-off of funds, the Comptroller General stated: 


Regarding the contention that the interpretation reached here raises 
serious constitutional issues, which should be avoided, we would not be 
justified in failing to carry out a statute enacted by the Congress in 
order to avoid the raising of a constitutional issue. The question of the 
constitutionality of a statute is for decision by the courts rather than 
by this Office. 


On December 23 the White House made public a letter of 
December 9 from the Honorable Gerald D. Morgan, Deputy Assist- 
ant to the President, to the Attorney General and the Attorney 
General’s reply of December 22 to President Eisenhower. 

The letter of December 9 to the Attorney General advised that 
the President orally forbade making available certain of the docu- 
ments requested, and on December 2, 1960, issued a certificate 
certifying that he had taken such action. The letter concluded 
as follows: 


The President requests your opinion as to whether, after the Presi- 
dent forbids the furnishing of information of the type described above 
requested by a committee or subcommittee of Congress and issues a 
certificate reciting such action pursuant to section 101(d) of the Mutual 
Security and Related Agencies Appropriations Act, 1961, appropri- 
ations for the use of the Office of the Inspector General and Comptroller 
must, nevertheless, be cut off by virtue of the operation of section 
83A(d) of the Mutual Security Act of 1954, as amended. 


In his certificate of December 2 the President stated that 


itis the established policy of the Executive Branch to provide the 
Congress and the public with the fullest possible information con- 
istent with the national interest. However, the Executive also has a 
reeognized Constitutional duty and power with respect to the dis- 
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closure of information, documents and other materials relating to its 
operations. 


His reason for having forbid the disclosure of certain of the 
requested documents was stated as follows: 


It is vital to the national interest that the officials and employees of 
the Executive Branch be able to conduct its operations in an effective 
manner. It is essential to effective operations that such officials and 
employees be in a position to be fully candid in advising with each 
other on policy, personnel or other official matters, that they be able to 
engage in frank and informal exchanges of views with foreign officials 
and other foreign persons, and that they be in a position to conduct 
effective investigations into the conduct and suitability of personnel 
and other matters. The disclosure of certain conversations, communi- 
cations or documents relating to the foregoing matters can tend to 
impair or inhibit essential investigative, reporting or decision-making 
processes or the proper conduct of our foreign relations, and such dis- 
closure must therefore be forbidden, as contrary to the national interest, 
where that is deemed necessary for the protection of the orderly and 
effective operation of the Executive Branch. 


An opinion of the Attorney General and his letter of December 
22 to the President stated his conclusions that the view taken by 
the Comptroller General in his letter of December 8, that the 
proviso contained in section 533A(d) of the Mutual Security Act 
of 1954, as amended, has operated to cut off the funds in question, 
is erroneous; and that if this view of the Comptroller General as 
to the meaning of the proviso is correct, the proviso is unconsti- 
tutional. He concluded therefore that the mutual security program 
funds continue to be available as heretofore for the expenses of the 
Office of the Inspector General and Comptroller. The reasons for 
these conclusions are set forth at length in the opinion. 


SOCIAL SECURITY EARNINGS RECORDS 


The Bureau of Old Age and Survivors Insurance has recently 
issued a small 18-page booklet entitled “Your Social Security Ear- 
ings Record” (OASI-93). This booklet explains that the Social 
Security Administration maintains an individual record in Balti- 
more, Maryland, for each of 130 million Americans who has a social 
security card. This record is started when the social security 
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account-number card is issued. It is maintained by the account 
number rather than the name of the person. The earnings of each 
worker, or self-employed person, is posted to his record as they are 
reported. This record is the basis for determining the amount of 
the monthly payments which will be made to the worker or his 
survivors upon his retirement, disability, or death. 

A statement prepared from his earnings record is sent to an 
employee upon request, showing the total amount of the earnings 
listed in the record. A special postcard form is available at the social 
security offices for requesting the statement. 

The social security earnings records are maintained on magnetic 
tape. A reel of magnetic tape will hold the lifetime earnings records 
of 60,000 persons. More than 260 million earning reports are posted 
to these records each year. 

When a report is received from a social security district office 
that a claim has been made for retirement, disability, or survivor 
benefits, the data-processing system is called upon to answer two 
questions for which the employee’s earning record has been main- 
tained: Does the employee have credit for enough work under the 
law to make benefits payable? And if so, how much will the pay- 
ment be? 

The booklet also explains briefly the kind of benefits that are 
paid, how much work is required for benefits, and the amount of 
the monthly social security payments. 












H. Edward Breen 


Current Publications 


BOOKS AND PAMPHLETS 


American Institute of Certified Public Accountants. Accounting 
Trends and Techniques in Published Corporate Annual Reports, 
14th ed. New York: The Institute, 1960. 274 pp. $18.00. 


The 1960 edition of Accounting Trends and Techniques is com- 
pletely up-to-date. It now reflects fourteen years of continuing research 
and considers several new subjects not heretofore covered. The pub- 
lication is again based upon a thorough analysis of 600 statements 
plus an informal review of 500 additional reports—all published 
statements during 1959-1960 by corporations of varying sizes in a 
wide variety of industries. 


ARTICLES 


Bows, Albert J. “The Urgent Need for Accounting Reforms,” N.A.A. 
Bulletin 42 (Sept. 1960), 43-51. 


“Identical facts, if conveyed through the ‘channels’ of different 
accounting practices, end up in divergent information, as shown in 
the striking example offered in this article. Hence, the accounting 
statements may lead to seriously misleading comparisons among com- 
panies. Further, under these circumstances, the author suggests, it is 
hardly avoidable that the application of one or another of the generally 
accepted principles of accounting may depend on the competitive 
value of the resulting information, rather than on its suitability from 
the viewpoint of realistic, sound presentation of a business operation.” 
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Catlett, George R. “Factors that Influence Accounting Principles,” 
Journal of Accountancy, 110 (Oct. 1960), 44-50. 


“Conservatism, consistency, disclosure, and governmental regula- 
tion all have had an important influence on accounting principles. 
The author gives his views on how these factors have sometimes been 
used to justify unsatisfactory accounting practices. There is a need to 
determine objective standards against which accounting principles 
may be evaluated. Sound accounting principles objectively determined 
would win general acceptance, in the author’s opinion, and the 
problems that arise from the availability of a wide variety of ‘accept- 
able’ accounting practices should be fewer when the number of 
defensible alternatives declines.” 


Coughlan, John W. “Working Capital and Credit Standing,” Journal 
of Accountancy, 110 (Nov. 1960), 44-52. 


“The use of working capital as a measure of credit standing is 
criticized on the grounds that existing definitions of current assets 
and current liabilities lack precision. What constitutes the operating 
cycle for a particular business is subject to differences of opinion. 
Estimates of receipts and disbursements for a number of future periods 
are proposed as a more satisfactory alternative to the working capital 
measure.” 

Dr. Coughlan’s article is followed by comments by Anson Herrick, 
a former member of the accounting procedure committee of the 
American Institute of Certified Public Accountants. 


Crankshaw, Carl D. “A Case Study in Budgetary Planning and Con- 
trol,” N.A.A. Bulletin, 42 (Nov. 1960), 53-62. 


A system for an industrial concern is described which is tailored 
to allow for maximum decentralization and yet highlight all the 
major features for top management. “A continuous flow of selected 
information is coordinated into a workable control mechanism.” 


Cyert, R. M., G. M. Hinckley, and R. J. Monteverde. “Statistical 
Sampling in the Audit of the Air Force Motor Vehicle Inventory,” 
Accounting Review, 35 (Oct. 1960), 667-673. 


The authors present the verification of a physical inventory of 
motor vehicles of the U. S. Air Force by the Auditor General of the 
U. S. Air Force. 
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The application reported in this study lies in the area of auditing. 
This particular study concerns the world-wide semiannual physical 
inventory of U. S. Air Force vehicles, which is required by Air Force 
regulations. The authors state the problem and discuss alternative 
sampling possibilities and the results and comparisons of the study, 
together with their conclusions. 


Davis, Ronald E. “Direct Costing—Will General Acceptance Follow 
Management Acceptance?” N.A.A. Bulletin, 42 (Sept. 1960), 31-41. 


“Acceptance of direct costing—or at least marginal cost principles— 
has gone further than is generally realized. The present author believes 
that the time is approaching, or possibly here, when the recognition 
of direct costing as acceptable for all purposes will be appropriate 
and possible.” 


Herrick, Anson. “Inflation in Accounting,” Journal of Accountancy, 
110 (Sept. 1960), 51-56. 


“This article proposes a method of developing an income statement 
in which the expression of costs in terms of current dollars results in 
a ‘net income’ which excludes substantially all effects of inflation. 
The proposed statement also shows the income developed on the con- 
ventional basis of historical cost.” 


Keehn, Robert P. “Providing Management With a Sense of Direction 
Through The Reporting System,” N.A.A. Bulletin, 42 (Oct. 1960), 
5-14. 


“Whether few or in considerable number, reports must be purpose- 
ful, prompt, and clear if they are to serve their purpose. The reports 
described in this article, seven of which are illustrated, are prepared 
for management guidance and reflect information needs general to 
manufacturing companies and also needs particular to the company 
serving as background.” 


Lewis, Ralph F. “Management Services for Small Clients,” Journal of 
Accountancy, 110 (Sept. 1960), 39-43. 


“The CPA need not be apprehensive about expanding his practice 
beyond traditional accounting services if he concentrates on what he 
can do well and doesn’t feel that he must be competent in all fields. 
Nine subjects that are related to normal areas of practice are used as 
a basis for demonstrating how a CPA may undertake to expand his 
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services. Among many specific suggestions are: A rule of thumb for 
mechanizing payroll procedures, how to review insurance coverage, 
questionnaires on budgetary control, and analysis of distribution costs.” 


Lipscomb, Glenard P. “Relations Between CPAs and Non-CPAs,” 
Journal of Accountancy, 110 (Nov. 1960), 58-62. 


A member of Congress, who is a licensed public accountant, offers 
suggestions for developing better relations between CPAs and licensed 
public accountants. In states with regulatory accountancy laws these 
relations are generally good, but the “really sticky problem” is the 
status of unlicensed practitioners who perform bookkeeping and 
similar services. The author suggests that there be another title for 
them, clearly distinguishable from either certified public accountant 
or public accountant. 


Mautz, R. K., and R. E. Schlosser. “Necessary Standards of Internal 
Control,” The Controller, 28 (Sept. 1960), 418, 419, 451, 452. 


The authors state that if management is to operate efficiently at 
all levels and provide adequate safeguards for the enterprise assets 
for which it is responsible it must have in effective operation certain 
control measures. 

They contend “that a series of standards (of internal control) can 
be developed that will be of practical aid to management in evaluat- 
ing its internal control methods and procedures both as to complete- 
ness and effectiveness, and that, in addition, internal control must be 
kept in balance with other aids so it neither dominates nor is neglected. 

“There are but seven basic tools or techniques available for use in 
the development of satisfactory internal control.” These techniques 
are discussed in detail in the article. 


Mead, George. “Auditing, Management Advisory Services, Social 
Service, and the Profit Motive,” Accounting Review, 35 (Oct. 1960), 
659-666. 


The author states that “professional accountants are accustomed to 
having their function misunderstood,” and “even many of those quite 
familiar with accounting practice are unsure of the extent of public 
accountants’ capacities. Not even CPAs are agreed upon what their 
title gives them license to do.” 

The article discusses “service as a guide” and “the profits yardstick 
in practice.” The author concludes by stating that “the profession 
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has a challenge to prepare itself to meet the coming demands for its 
services, to ‘discern its proper place in our society.’ ” 


Nicklis, John O. “What Does Management Want of Accounting?” 
The Controller, 28 (Oct. 1960), 468-473, 507. 


“The pace and complexity of modern business call for better inter. 
pretation, more speed, and an emphasis on the future from account. 
ing.”” The author, vice president for finance, makes specific recom. 
mendations. In meeting the challenge of management the author 
recommends: 

1. The establishment of research departments by the larger public 
accounting firms. 

2. The formation of committees and research groups by professional 
accounting organizations to explore all avenues of accounting progres 
needed by automation and the rapid progress in industrial develop 
ment. 

3. The establishment by companies within their financial divisions, 
either formally or informally, of groups to study all phases of account- 
ing operations in relation to the need of other divisions of the company 
to see whether they are really keeping up with or leading the pro 
cession. 

4. An attempt by each accountant to approach every accounting 
problem with a fresh viewpoint. 


Quinn, James Brian. “Control of Research and Development Costs,” 
Journal of Accountancy, 110 (Oct. 1960), 51-58. 


“While actual expenditures for research and development commonly 
show only minor variances from RD budgets, keeping such expend- 
itures within budget is not necessarily a sign that the program is 
proceeding efficiently: Accounting techniques are useful in planning 
and controlling total funds appropriations, support personnel costs, 
materials and supplies expenditures, overhead costs, and equipment 
acquisitions. It is doubtful whether any financial formula is valid for 
deciding how much to spend on research, or measuring the output 
of past programs.” 


Rockwood, Charles P. “The Changing Image of a Profession,” 
Journal of Accountancy, 110 (Oct. 1960), 35-43. 


“Since 1947 the American Institute has undertaken a comprehensive 
program to improve public understanding of accounting and the role 
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of the CPA. To what extent has the goal of professional recognition 
been achieved? Two recent surveys show that businessmen rank CPAs 
at the top of the list of outside specialists in terms of value to their 
companies. On the other hand, there are still clients who do not 
recognize their CPAs as contributors to the profitability of their 
business. Others are puzzled by the seeming conflict between the 
CPA’s assertion of independence and his role as a tax adviser. These 
and other problems yet to be resolved are discussed by the Institute’s 
Director of Public Relations.” 


Stans, Maurice H. “A Call to Responsibility,” Journal of Account- 
ancy, 110 (Nov. 1960), 39-43. 


An address by the Director of the Bureau of the Budget before the 
annual meeting of the American Institute of Certified Public Ac- 
countants in Philadelphia in September 1960 amplifies the brief 
remarks made at the meeting by the President of the United States. 

The Director says that economic strength is just as important as 
military power and expresses concern about the lack of public interest 
in fiscal prudence. “Economic soundness alone doesn’t guarantee a 
nation’s greatness, but no nation has ever been great without it.” 
He reviews some of the signs that the government is disregarding 
the standard of fiscal prudence and suggests that “in government 
finance there is no acceptable alternative to conservatism.” 


Stiller, H. M. “Financial Management—The Accountant's Stepping 
Stone,” N.A.A. Bulletin, 42 (Oct. 1960), 35-40. 


“Informed and flexible visualization of a company and its operations, 
makes it possible to run a business successfully. A general approach 
and broad scope of knowledge is needed for such projections; yet, in 
many instances, financial management stands aside or backs into its 
‘cage’, merely observing what is going on and how it affects the next 
presentation of company operations and position. The author of this 
article is concerned that accountants take steps to change this situa- 


tion, so different from the best examples of exercise of accounting 
skills.” 


Trueblood, Robert M. “Professional and Technical Practitioners in 
Accounting,” Journal of Accountancy, 110 (Sept. 1960), 57-62. 


“What should the CPA designation mean? Can a practical distine- 
tion be made between professional accounting practice and technical 
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work? Would there be advantages in encouraging a technician class 
to develop its own standards, discipline, and identification?” A member 
of the American Institute’s long-range objectives committee emphasizes 
the need for finding answers to such questions. Recognizing the 
importance of the functions performed by public bookkeepers and 
other technicians, he discusses various approaches that may be feasible 
in terms of the interests of the public, professional practitioners, and 
technicians. 


Weber, G. Fred.« “Price Level Accounting,” Accounting Review, 35 
(Oct. 1960), 641-649. 


In discussing the many objections to adjustments for price-level 
changes, the author states, “It seems that nearly all proposals to meet 
the problem of price level changes have contained certain deficiencies 
that have made them unacceptable or accepted reluctantly.” He goes 
on to say that “this paper will now attempt to examine and set forth 
accepted accounting principles which will act as guides for measuring 
the periodic capital erosion which occurs during years of rising price 
levels.” He concludes by stating that the “principle purpose of this 
paper is to point out that there may be a more rational approach to 
the problem of price level accounting than has been widely advocated 
in the past.” 
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United States Congress, House Committee on Post Office and Civil 
Service, Subcommittee on Census and Government Statistics. Re- 
port on the Use of Electronic Data-Processing Equipment in the 
Federal Government. Washington, D.C.: U.S. Government Print- 
ing Office, 1960. 113 pages. 35 cents. 


The Subcommittee on Census and Government Statistics, under the 
Chairmanship of Congressman John Lesinski of Michigan, has been 
conducting a government-wide study of this subject and has held a 
number of hearings, including one on office automation and employee 
job security. This report exemplifies the deep interest of the Sub- 
committee in the rapidly growing use by the federal government of 
electronic data processing and the impact of this development upon 
government activities and government personnel. 

The government's entire experience with large-scale electronic data 
processing has occurred within the past decade, beginning with the 
first installation at the Bureau of the Census in 1951. The rapid 
expansion within just a few years has been truly revolutionary, and the 
prospects for future development may make the recent past seem like 
mere prologue. Not only the federal government but also the entire 
national economy are involved. A national magazine recently stated 
that the computer industry promises to grow to $1.5 billion in sales, 
servicing, repairs, and programming this year, and, by one estimate, 
to $20 billion in the next decade (Newsweek, July 4, 1960, p. 66). 

Not only in sheer magnitude but also in diversity has the spread of 
electronic data processing been impressive. Other parts of this report 
provide some examples of the manifold applications which have already 
appeared. Although the definition used tends to emphasize business 
and statistical use, the growing importance of digital computers in 
scientific research and operations must be noted. One-time scientific 
research applications place a heavy burden on programming man- 
power and machine availability and point up the special desirability 
of a central service center for electronic data processing that would 
lighten these loads. The burgeoning state of electronic data process- 
ing will require continued study and further thinking. 

The report includes an inventory of electronic computers in the 
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government, which indicates that as of June 30, 1960, the governmen 
was utilizing 524 electronic computers, exclusive of those used for 
tactical and classified purposes in the Department of Defense. A section 
of the report entitled “Brief Descriptions of Selected Applications’ 
presents interesting summaries of applications currently in use at the 
Bureau of the Census, Social Security Administration, Civil Aero 
nautics Board, Veterans’ Administration, Treasury Department, and 
Departments of the Army, Navy, and Air Force. 

Based upon the Subcommittee hearings and studies as well as mate. 
rials provided by the agencies of the government, the recommendations 
developed by the Subcommittee included: 

1. Installation of electronic data-processing equipment should be 
preceded in all cases by a comprehensive feasibility study having top 
management support and involving a review of the entire system. 

2. No matter at what level within the agency or department a 
feasibility study is launched, consideration should be given to the 
possibility of wider integration of needs and uses beyond the immediate 
interest, in order to take advantage of the economy and scope of 
centralized large-scale equipment. 

3. A central policy should be developed to guide agencies in deter- 
mining whether to rent or to purchase electronic data-processing 
equipment. 

4. Government-wide orientation courses, centrally directed, should 
be maintained to provide executive and management officials with a 
basic understanding of the principles of evaluating, installing, and 
managing electronic data-processing systems. 

5. The Interagency Committee on Automatic Data Processing should 
be continued with better staff support provided by the Bureau of the 
Budget. 

6. Where a net reduction in employment is expected to occur as 
the result of the introduction of electronic data processing, every 
effort should be made to accomplish it by normal attrition and not 
by reduction-in-force procedures. 

7. Adequate advance notice of conversion to electronic data pro- 
cessing should be given to all employees who might be affected. Com- 
munication between management and employees should be maintained 
throughout the progress of the conversion process. 

8. Retraining to equip with electronic data-processing skills should 
be made available at government expense to employees scheduled for 
displacement. The provision should be made sufficiently in advance of 
conversion to enable qualified employees to be retrained in time 0 
obtain first consideration for the new jobs. 





vers 
on 
qua 


date 
to 0 
in ¢ 
to a 


ope 
fille 


dat 
tha 
to | 


ate 
loa 
ext 


Bu 
Wi 
of 

Th 
Do 

















d for 
ction 
‘ions 
it the 
Aero. 
» and 





2 


mate. 
tions 


id be 
B top 
em. 

ent a 
O the 
diate 
pe of 


deter: 
essing 


nould 
rith a 
, and 


10uld 
yf the 


ur as 
every 
1 not 


- pro- 
Com- 
ained 


10uld 
d. for 
ce of 
ne to 





BOOK REVIEWS 75 


9. When there is a displacement of employees resulting from con- 
version to electronic data processing, the agency should impose a freeze 
on hirings in those grades for which the displaced employees can 
qualify. 

10. Transfers to other jobs of employees displaced by electronic 
data processing should be effected on the broadest possible basis— 
to other parts of the agency, other agencies in the locality, and agencies 
in other localities. When necessary, the government should take steps 
to assist employees to obtain jobs in private industry. 

11. Electronic data processing generally should be restricted to 
operations which are important in the making of decisions and not 
filled up with miscellaneous jobs for which it is not well suited. 

12. The number and complexity of reports turned out by electronic 
data-processing equipment should be limited, in each application, to 
that which is actually needed. The equipment should not be permitted 
to become a gigantic “paper mill” simply because of its speed and 
capacity. 

13. Programming work and input data preparation should be initi- 
ated at a sufficiently early date to provide an adequate useful work- 
load for the electronic data-processing equipment beginning with its 
expected acceptance data and for each interval of use thereafter. 

14. The Bureau of the Budget and other government agencies 
should consider the feasibility of using electronic data-processing 
equipment to speed up and improve the budget preparation processes. 

Included in the appendix of the report is a recent address at the 
Federal Government Accountants Association Seventh Annual Sym- 
posium, by John A. Beckett, Assistant Director of the Bureau of the 
Budget, entitled “A New Look at the ADP Systems—Government- 
Wide,” that provides a very useful summary of the conclusions to date 
of studies conducted or participated in by the Bureau of the Budget. 
The Subcommittee report is available from the Superintendent of 
Documents, U.S. Government Printing Office. 


CLARENCE R. JAUCHEM 
Department of State 


Controllers Institute Research Foundation, Inc. Business Experience 
with Electronic Computers. (A research study and report prepared 
for Controllers Institute Research Foundation, Inc., by B. Conway, 
J. Gibbons, and D. E. Watts, Directors, Management Advisory Serv- 
ices, Price Waterhouse & Co., New York, N.Y.) New York, 2 Park 
Ave.: Controllers Institute Research Foundation, 1959. 191 pp. 
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This publication is one in a series of studies, reports, and bibli- 
ographies in the broad field of business electronics published through 
the Research Foundation of the Controllers Institute. In this study 
the experience of many companies over the last five years has been 
gathered and analyzed in an attempt to evaluate and summarize what 
has been learned during the brief history of commercial electronic 
data processing. 

A portion of the impressive list of EDP users whose experiences 
were drawn upon in the preparation of this book includes Boeing 
Aircraft, Consolidated Edison of New York, Ford Motor Company, 
General Electric Company, Grace Lines, New York Life Insurance 
Company, Standard Oil of New Jersey, and United States Steel Cor- 
poration. The book is largely nontechnical in nature. It covers the 
experiences and conclusions of the various commercial users in the 
decision-making phase of obtaining EDP and in the actual implementa- 
tion of EDP methods. 

The experiences of these companies with EDP techniques highlight 
certain dangers that should be avoided in considering the use of these 
techniques: 

1. The initial or feasibility studies should not be oversimplified. 
Some companies did not make objective and analytical studies of their 
existing operations but, rather, performed simple justification studies 
to support obtaining particular equipment which had already been 
decided upon. This may lead to “an inefficient and uneconomic patch- 
work operation after the computer has been delivered and installed.” 

2. An educational program slanted at affected levels of company 
officials and personnel should not be overlooked. Without some under- 
standing of the program at all affected levels of the company, the 
co-operation necessary to the success of the program will probably 
not be obtained. 

3. The company should not initially attempt broad applications 
that exceed the skills and abilities of the personnel available for 
implementing the program. The most fruitful applications to date 
have been those that are not just straight conversions of existing 
mechanized jobs and yet are not radical innovations. 

4. Equipment delivery should be scheduled to fit in with the opera- 
tional timetable; it should not determine the timetable. In a number 
of instances there has been great reluctance on the part of EDP 
implementing groups to move back the projected delivery date of 
equipment even when it became apparent that the initial system 
planning would not be completed by the time the equipment was 
delivered. 
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5. The proper degree of control should be carefully determined and 
applied. In one instance the running time of a central processor was 
reduced by a factor of seven by eliminating some unnecessary controls. 

6. Care should be taken to maintain and revise existing programs 
to the extent that benefits or savings accrue. There have been many 
instances where reprogramming, or optimizing, has reduced the run- 
ning time of a program from 25 to 75 per cent. 

7. There has been overreliance on EDP manufacturer’s representa- 
tives to do work which the organization should perform. The system 
and the program to accomplish it should be devised by the potential 
EDP user. The EDP manufacturer can provide helpful consultative 
service. 

The experience with EDP to date and its future prospects are sum- 
med up by the following quotations: 


Except in engineering and scientific matters, EDP has had relatively little 
impact on the real direction and management of the enterprise. [p. 175] 

EDP is a field which, like so many others these days, gains from both its 
successes and its failures. It is a field in which experimentation is to be 
encouraged. It is a field which, like most industrial research and development, 
will gain most from a balanced program of practical, down-to-earth applied 
research and development, some frankly experimental “basic” research, and 
some projects which fall in between. This, it seems likely, will be the pattern 
of the foreseeable future, although the incidence and scope of experimenta- 
tion will vary greatly from company to company in accordance with the skill, 
resources, and interests of the EDP staffs and the stimulation and support 
provided by the respective companies’ managements. [p. 177] 


There have been many publications on the subject of electronic 
data processing in recent years. Many of these have been in language 
technical and difficult to understand, or they have consisted of repe- 
titious explanations of how electronic data processing works. This 
study of equipment users’ experiences, written in simple language, is 
a welcome change of pace with a number of important conclusions. 


General Accounting Office es SEE 


Gregory, Robert H., and Richard L. Van Horn. Automatic Data- 
Processing Systems: Principles and Procedures. San Francisco, 
Wadsworth Publishing Company, 1960. 705 pages. $14.75 ($5.91 
to federal agencies and employees). 


This recent addition to the fast-growing literature on techniques of 
business data processing fills a long-felt need for a comprehensive 
textbook and reference. The book should appeal to both students 
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and experienced persons in the fields of systems analysis and design, 
programming, and management as they relate to business data prow 
cessing. The nineteen chapters have been organized into seven parts, 
each dealing with a specific subject area such as: automatic equipment 
(Part 2), systems design (Part 5), or equipment acquisition and utiliza & 
tion (Part 6). The detailed summaries following each chapter also 
provide a quick guide to individual chapter coverage. A glossary of 
ADP terminology and other appendices containing questions and 
problems and a history of computation and data-processing deviews 
make this especially useful as a textbook. 

The style is readable and the well-executed tables and illustrations 
add to its usefulness, especially for training purposes. No previous 
knowledge of data processing or familiarity with computer technology 
or terminology is needed for understanding. The emphasis placed on 
systems analysis is rather unusual for a book in this field, and the 
authors have skillfully blended the theoretical and practical approach 
by consistently explaining “why,” as well as “what” and “how.” Some 
new concepts of management information are presented along with 
a limited discussion of scientific decision processes and prospective 
developments in data-processing art. In all, it is a book for the serious 
student and not for the dilettante. 

Although the book is an outgrowth of an Army contract with Mas- 
sachusetts Institute of Technology for training material for the Army 
Ordnance Corps’ automatic data-processing systems career program, 
it is not oriented toward the military nor geared to government opera- 
tions and will be equally useful in the business world and in academic 
circles. The genesis of the book has a happy consequence for members 
of the Federal Government Accountants Association, since govern- 
ment agencies or government employees may purchase it directly from 
the publisher at the price of $5.91 (plus postage) although it sells in 
bookstores for $14.75. - 

Dr. Gregory and Mr. Van Horn were formerly with the Massa- 
chusetts Institute of Technology. Dr. Gregory has a background in 
accounting and has addressed meetings of the Federal Government 
Accountants Association. He is now Manager of Data Systems Opera- 
tions of Sylvania Electronic Systems, a division of Sylvania Electric 
Products, Inc.; Mr. Van Horn is now a research engineer with the 
Rand Corporation. 

CHARLES A. PHILLIPS 
Department of Defense 














